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HE  fabulous  story  of  the  automobile  industry  from 
the  horseless  carriage  days  of  1900  to  the  streamlined 
model  of  1940  is  told  in  this  comprehensive  survey  of 
capitalism's  favorite  child  and  our  best  example  of  large- 
scale  industrial  enterprise. 

The  scene  opens  with  the  electric  auto,  which  was 
more  popular  than  the  gasoline  buggy,  and  then  shifts  to 
the  Middle  West  with  the  formation  of  the  pioneer  com- 
panies of  Oldsmobile,  Buick,  Cadillac,  Packard,  Hudson, 
Overland  and  Ford.  Growing  pains  were  soon  manifest 
in  the  beginnings  of  mergers  and  in  the  mortality  rate 
which,  despite  fantastic  profits,  had  by  1915  eliminated 
six  out  of  every  seven  companies  founded  up  to  then. 

Four  chapters  are  given  to  the  World  War  period, 
from  which  the  industry  emerged  as  a  towering  young 
giant.  Control  of  General  Motors  passed  from  William 
C.  Durant  to  the  Du  Fonts  and  it  was  on  its  way  to 
becoming  the  biggest  profit  producer  in  all  history. 
Ford  bought  out  his  minority  stockholders  and  became 
king  of  all  he  surveyed.  America  turned  its  back  on 
Europe  and  rolled  through  the  dizzy  twenties,  led  by  the 
automobile. 

For  the  first  time  the  problem  of  producing  cars  be- 
came secondary  to  the  problem  of  selling  them,  and  the 
auto  maker  was  faced  with  time-payments,  trade-ins, 
used  cars  and  development  of  export  business.  Ford's 
famous  Model  T  disappeared  and  the  picture  changed 
rapidly  with  the  rise  of  Chrysler.  The  industry  as  a 
whole  reached  its  top  in  1925,  and  then  declined  into 
the  precarious  decade  of  the  thirties.  Today  it  enters  a 
new  and  artificial  era  under  a  war  economy,  with  many 
fundamental  problems  unsolved. 

Based  in  part  on  contemporary  magazines  and  news- 
papers, The  Automobile  Industry  is  a  vivid,  lively 
chronicle  of  perhaps  the  most  potent  economic  and  so- 
cial force  in  American  life. 
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The  Horseless  Carriage  1890-1900 


IN  1892,  Hiram  Percy  Maxim  was  superintendent  of  the  Amer- 
ican Projectile  Company's  plant  at  Lynn,  Massachusetts.  His 
father,  Sir  Hiram  Stevens  Maxim,  was  the  inventor  of  the  Maxim 
gun;  Hiram  Percy  was  later  to  invent  the  Maxim  silencer.  In  1892, 
however,  Hiram  Percy  was  thinking  about  inventing  an  automo- 
bile. Not  that  he  did  his  thinking  in  exactly  those  terms.  Strictly 
speaking,  the  automobile  was  not  an  invention.  It  was  the  applica- 
tion of  the  gasoline  engine  to  vehicular  transport  by  land.  Even  the 
word  "automobile"  had  not  yet  been  imported  from  France.  In 
Springfield,  Massachusetts  (about  a  hundred  miles  from  Lynn), 
Charles  Duryea  was  on  the  point  of  building  the  first  American 
gasoline  car.  Six  years  before,  in  Mannheim,  Germany,  Carl  Benz 
had  solved  the  problem  on  which  Duryea  was  working  and  about 
which  Maxim  was  beginning  to  think.  The  world's  first  automobile 
was  a  German  automobile  which  Benz  had  completed  in  1886. 

But  these  were  things  which  Maxim  did  not  know.  In  those  days 
there  was  little  interchange  of  scientific  information,  and  inventors 
were  particularly  given  to  working  strictly  by  themselves.  So 
Maxim,  starting  from  first  principles,  thought  of  his  problem  as  an 
entirely  original  exercise  in  the  appHcation  of  gasoHne  power  to  a 
vehicle  that  could  move  over  the  public  highways  without  the  as- 
sistance of  a  horse. 

As  a  graduate  of  the  Massachusetts  Institute  of  Technology  and 
as  a  practicing  engineer,  Maxim  was  familiar  with  the  principle  of 
the  internal-combustion  engine.  This  type  of  engine,  in  its  modern 
(four-cycle)  form,  had  been  perfected  by  Nicholas  August  Otto, 
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who  had  patented  his  invention  in  1877.  By  1892  the  Otto  engine 
— as  a  stationary  and  marine  engine — was  in  common  use.  A  farmer 
near  Lynn  had  an  Otto  engine  which  Maxim  had  often  seen  at 
work.  To  be  sure,  it  was  used  to  run  a  pump  and  its  fuel  was 
illuminating  gas.  Nevertheless,  it  was  an  engine — a  source  of  power. 
It  was,  moreover,  a  source  of  power  that  might  be  put  to  a  more 
ambitious  purpose  than  supplying  water  to  a  New  England  farm. 

Maxim's  first  step  toward  the  construction  of  an  automobile  was 
the  purchase,  in  a  West  Lynn  paint  shop,  of  an  eight-ounce  bottle 
of  gasoline.  At  that  time,  gasoline  was  considered  a  dangerous  and, 
on  the  whole,  obnoxious  by-product  of  petroleum.  Kerosene  was 
then  the  primary  petroleum  product,  and  it  v/as  to  control  the  sup- 
ply of  kerosene  oil  that  John  D.  Rockefeller  had  organized  his 
famous  trust.  The  paint-shop  man  told  Maxim  that  everyone  who 
had  experimented  with  gasoline  had  ended  by  blowing  himself  up. 
But  Maxim,  although  ignorant  of  the  properties  of  gasoline,  was 
used  to  explosives,  and  the  warning  left  him  unimpressed. 

He  took  the  bottle  back  to  the  projectile  plant  and  there  poured 
one  drop  of  gasoline  into  a  six-pounder  cartridge  case.  (A  six- 
pounder  cartridge  case  was  a  brass  cylinder  2 J/2  inches  in  diameter 
and  12  inches  in  depth.)  Plugging  the  open  end,  he  rolled  the 
cylinder  around  to  let  the  gasoHne  mix  with  the  air.  Then  he  took 
out  the  plug,  stood  the  cylinder  upright,  and  tossed  into  it  a  lighted 
match. 

There  followed  what  Maxim  describes  as  "a  terrifying  explosion"; 
a  sheet  of  flame  leaped  out  of  the  cylinder  and  the  matchstick  was 
blown  up  to  the  ceiling.  Maxim  did  not  then  realize  how  many  bil- 
lions of  times  in  the  future  a  mixture  of  air  and  gasoline  would  be 
exploded  in  a  cyHnder,  but  he  was  deeply  impressed  by  the  immedi- 
ate result  of  his  experiment.  He  tried  again  with  two  drops  of  gaso- 
line and  got  a  less  violent  explosion.  He  found  that  the  greater  the 
amount  of  gasoline,  the  less  vigorous  the  reaction  (because  the 
larger  amounts  of  gasoline  did  not  mix  so  thoroughly  with  the  air) . 
Finally  he  produced  only  a  dull  noise  accompanied  by  a  heavy  cloud 
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of  smoke.  Maxim  was  well  pleased  with  his  first  experiment.  He 
was  rapidly  becoming  acquainted  with  the  characteristics  of  his 
motor  fuel. 

In  several  months  of  hard  labor  (after  hours) ,  Maxim  progressed 
from  his  cartridge  case  to  a  rudimentary  one-cylinder  engine.  The 
engine  had  no  cooling  system.  For  a  carburetor  Maxim  used  a  kero- 
sene can  to  the  bottom  of  which  he  had  fastened  a  copper  tube.  The 
gasoline  ran  from  its  "tank"  (the  kerosene  can)  through  the  tube 
and  was  dripped  into  the  cylinder  by  means  of  a  valve.  But  although 
Maxim  now  had  what  might  be  called  an  automobile  engine,  he  did 
not  have  anything  that  could  be  called  an  automobile.  There  was  no 
vehicle  to  which  the  engine  could  be  attached.  Not  having  the 
money  to  buy  a  carriage,  Maxim  spent  $30  on  a  secondhand  tandem 
tricycle.  He  needed  at  least  a  three-wheeled  vehicle  so  that  he  would 
have  something  that  would  balance  itself.  As  for  the  tandem  ar- 
rangement, he  had  illusions  about  some  day  taking  his  girl  for  a 
ride  on  the  extra  seat. 

The  tricycle-automobile  was  not,  however,  a  success.  To  be  sure, 
it  ran.  In  a  way,  it  ran  altogether  too  well.  The  engine  was  much 
too  heavy  and  powerful  for  the  body,  so  that  on  its  first  trip  the 
machine  got  out  of  control,  ran  off  the  road,  and  threw  Maxim  over 
the  handle  bars.  This  experience  cured  Maxim  of  any  notions  about 
giving  his  girl  an  automobile  ride  and  even  pf  making  any  further 
road  tests  himself.  He  decided  to  postpone  additional  outdoor  trials 
until  he  had  saved  enough  money  to  get  himself  a  four-wheeled 
body.  Meanwhile,  he  continued  to  work  on  the  engine.  By  1894  he 
had  a  three-cylinder  job  that  was  considerably  in  advance  of  its  day, 
but  which  he  had  no  way  of  trying  out  on  the  road. 

Maxim  lacked  the  determination — the  fanatic  quality — of  the  true 
inventor-pioneer,  and  his  automotive  career  might  well  have  ended 
at  this  point.  In  the  spring  of  1894,  however,  he  paid  a  visit  to  Hart- 
ford, Connecticut,  and  took  a  trip  through  the  plant  of  the  Pope 
Manufacturing  Company.  Here  Colonel  Albert  A.  Pope  built  car- 
riages, bicycles,  and  a  few  motor  carriages  driven  by  electric  motors. 
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In  1894,  at  the  height  of  the  bicycle  boom  of  the  1890's,  Pope's  Co- 
lumbia bicycle  was  among  the  most  popular  makes  of  the  day.  As 
for  the  Colonel's  motor  carriages,  the  more  common  expression, 
"horseless  carriage,"  would  have  described  them  more  accurately. 
The  motor  carriage  was  simply  a  horse-and-carriage  with  an  electric 
motor  taking  the  place  of  the  horse. 

Many  other  manufacturers — most  of  whom  also  made  bicycles  or 
carriages,  or  both — were  in  the  horseless-carriage  business  at  this 
time.  But  electricity  was  almost  universally  the  propelling  force.  In 
1894,  there  were  only  four  gasoline  automobiles  in  the  United  States. 
The  first  had  been  built  in  1892  by  Charles  Duryea;  the  second  in 
1893  by  Henry  Ford;  and  the  third  in  1894  by  El  wood  Haynes.  The 
fourth  was  a  Benz,  which  had  been  imported  for  the  Chicago 
World's  Fair  of  1893.  At  least  one  steam-driven  car  had  also  been 
constructed  (by  Ransom  E.  Olds  in  1893),  but  as  far  as  an  automo- 
bile industry  could  be  said  to  exist  at  all,  the  electric  automobile  was 
certainly  the  leader  of  it.  Colonel  Pope  did  not  make  many  electric 
carriages,  but  he  appears  to  have  made  more  than  anyone  else. 

But  although  the  Colonel  was  electric-minded,  he  was  not  narrow- 
minded.  When  he  learned  that  Maxim  had  built  an  automobile  en- 
gine, the  fact  that  it  was  a  gasoline  engine  did  not  prevent  him 
from  deciding  that  Maxim's  invention  was  worth  investigating.  He 
sent  one  of  his  men  to  Lynn  to  inspect  the  Maxim  engine  and 
received  from  his  messenger  an  enthusiastic  report.  Whereupon 
Maxim,  to  his  astonishment,  found  himself  working  for  the  Pope 
company  as  its  head  engineer.  Furthermore,  although  Colonel  Pope 
was  still  interested  chiefly  in  electric  carriages,  Maxim  was  encour- 
aged to  proceed  with  the  development  of  his  gasoline  automobile 
and  was  also  given  a  full-sized  carriage  with  which  to  work. 

In  August,  1895,  Maxim  completed  his  first  gasoline  automobile. 
It  ran  a  quarter  of  a  mile  from  the  Pope  factory  before  breaking 
down.  That  Maxim  considered  this  achievement  Httle  less  than  a 
triumph  is  a  good  commentary  on  the  gasoline  engine  of  the  day. 
It  should  be  admitted,  however,  that  the  breakdown  was  not  caused 
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by  any  mechanical  failure,  but  by  the  inadequacy  of  Maxim's  first 
efforts  toward  keeping  an  engine  cool.  He  had  packed  asbestos  wool 
around  the  cylinders  and  rigged  up  a  tank-and-pipe  arrangement 
which  dripped  water  on  the  wool.  But  the  water  supply  was  com- 
pletely insufficient,  the  engine  becoming  so  hot  that  the  pistons  stuck 
in  the  cylinders. 

Yet  Maxim  now  had  a  real  automobile  which  would  unquestion- 
ably run.  A  little  later,  when  he  had  devised  a  more  efficient  cooler, 
he  took  Colonel  Pope  for  a  demonstration  which  was  altogether  a 
success.  The  Colonel  still  preferred  the  electric,  particularly  for  city 
use,  but  conceded  that  it  might  be  desirable  to  make  a  few  gasoline 
cars  for  the  benefit  of  adventurous  persons  who  understood  machin- 
ery and  were  willing  to  take  their  chances  on  the  open  road. 

Maxim's  adventures  with  the  cartridge  case  and  the  tandem  tricy- 
cle illustrate  the  handicaps — ^particularly  the  handicap  of  ignorance 
— under  which  the  gasoline  automobile  was  developed.  None  of  the 
pioneers  seemed  to  know  what  the  others  were  doing  or  what  their 
predecessors  in  Europe  had  already  done.  They  proceeded  by  the 
method  of  individual  trial  and  error,  and  it  was  several  years  before 
the  production  of  gasoline  cars  was  attempted  on  a  commercial  scale. 
Indeed,  the  first  sale  of  a  gasoline  automobile  is  commonly  credited 
to  Alexander  Winton,  who  in  1898  built  four  gasoline  cars  and  suc- 
ceeded in  selling  one.  Maxim  had  almost  certainly  sold  a  few  gaso- 
line carriages  before  the  Winton  sale^ — not  that  such  questions  of 
priority  are  of  the  least  importance.  The  point  is  that  if  gasoline- 
automobile  sales  in  the  1890's  were  so  rare  that  Winton's  sale  in 
1898  can  be  even  incorrectly  regarded  as  the  first,  the  trade  in  gaso- 
line automobiles  during  this  period  cannot  have  been  brisk. 

A  distinction  should,  however,  be  made  between  making  and  sell- 
ing one  automobile  and  making  several  automobiles  with  the  inten- 

*  Automobile  histories  ignore  Maxim  almost  entirely  and  refer  to  Pope  as  a  manu- 
facturer of  electrics.  Yet  Maxim  (in  his  Horseless  Carriage  Days,  Harper,  1937)  not 
only  insists  that  Pope  made  both  electrics  and  gasoline  cars,  but  deplores  the  popular 
error  to  the  contrary. 
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tion  of  selling  the  lot.  Ford's  first  car  was  built  in  1893  and  his 
second  in  1895,  but  it  was  not  until  1898  that  a  company  (not  the 
Ford  Motor  Company)  was  organized  to  sell  Ford  cars.  Duryea, 
who  did  his  car  no  good  by  calling  it  the  Buggyaut,  sold  the  original 
Buggyaut  to  the  Barnum  &  Bailey  circus,  where  it  became  a  great 
attraction  at  the  head  of  the  circus  parade.  Ransom  Olds  sold  his 
1893  steamer  to  a  company  whose  headquarters  were  in  Bombay, 
India.  This  company  made  patent  medicines,  and  presumably 
wished  to  impress  the  natives  by  peddling  its  product  in  what 
would  certainly  have  been  Asia's  first  automobile.  On  the  way  to 
India,  however,  the  ship  carrying  the  Olds  automobile  sank.  Until 
1898,  both  gasoline  and  steam  cars  were  produced  chiefly  on  a  one- 
by-one  basis,  with  perhaps  a  year  or  more  between  cars  and  an  equal 
period  between  sales.  In  the  meantime  the  electrics,  which  were  easy 
to  make  and  also  easy  to  drive,  were  being  turned  out  in  consider- 
able numbers  and  took  a  long  lead  over  both  gasoline  and  steam 
competition. 

The  great  automobile  problem  of  the  1890's  was  the  problem  of 
constructing  a  car  that  would  go.  The  electrics  usually  went  as  long 
as  the  electricity  held  out;  and  the  steamers  usually  went  as  long 
as  the  steam  lasted.  But  the  gasoline  engine  was  extremely  unre- 
liable, and  even  the  presence  of  a  full  gasoline  tank  was  no  guar- 
antee of  an  extended  trip. 

The  First  Automobile  Race 

The  unreliability  of  the  gasoline  automobile  was  well  illustrated 
by  the  results  of  the  first  American  automobile  race.  This  race,  held 
in  Chicago  in  1895,  was  sponsored  by  H.  H.  Kohlsaat,  who  was  the 
publisher  of  the  Chicago  Times-Herald  and  was  also  one  of  the 
prominent  Republican  politicians  of  the  day.  The  race  was  run  over 
a  fifty-five-mile  course,  from  Jackson  Park  on  Chicago's  South  Side 
to  Evanston  and  back.  It  was  modeled  after  the  road  races  that  were 
already  popular  in  Europe,  but  the  European  cars  at  that  time  were 
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much  superior  to  the  American  cars.  Besides,  the  European  races 
were  held  on  roads  which,  if  they  had  not  been  built  by  the  Romans, 
at  least  had  not  been  left  by  the  Indians;  the  American  highway 
was  then  in  an  extremely  primitive  state. 

The  Times-Herald  race  was  originally  scheduled  for  July  4  but 
had  to  be  postponed  twice  because  the  entrants  either  failed  to  turn 
up  or  were  unable  to  start.  The  delays  were  unfortunate,  because 
the  race  was  not  run  until  Thanksgiving  Day,  and  on  the  night  be- 
fore Thanksgiving  there  was  a  heavy  snowfall.  There  were  sixteen 
entrants,  including  a  Duryea,  a  Benz,  an  electric  owned  by  R.  H. 
Macy  &  Company  (several  department  stores  were  already  using 
electrics  for  deliveries),  and  another  electric  made  by  the  Philadel- 
phia Storage  Battery  Company  and  called  the  Electrobat.  Most  of 
the  contenders,  however,  drove  gasoline  buggies,  and  the  events  of 
the  race  were  no  testimonial  to  the  gasoHne  car.  Only  six  of  the  en- 
trants were  able  to  get  away  from  the  starting-line,  and  only  two — 
the  Duryea  and  the  Benz — were  able  to  finish  the  24  miles.  The 
Duryea  beat  the  Benz  (which,  however,  was  delayed  on  account  of 
running  into  a  ditch)  and  Duryea 's  victory  was  hailed  as  a  triumph 
of  American  over  German  construction.  It  also  brought  Duryea  a 
$2,000  prize.  Otherwise  the  race  was  remarkable  chiefly  as  demon- 
strating the  hazard  of  trusting  to  a  gasoline  car. 

True,  the  Macy  wagon  and  the  Electrobat  also  failed  to  stay  the 
course,^  but  the  electrics  were  admittedly  not  designed  for  cross- 
country races  and  the  failure  of  their  champions  did  not  greatly 
damage  their  reputation.  The  gasoline  car,  however,  was  suppos- 
edly built  for  the  open  road,  and  when  only  two  cars  could  finish  a 
race  for  which  all  had  presumably  pointed  for  months,  it  was  obvi- 
ous that  the  perfection  of  the  gasoline  engine  was  still  far  in  the 
future.  Even  Maxim,  who  had  attended  the  race  as  an  observer  for 
the  Pope  company,  went  back  to  Hartford  feeling  that  electricity 
was,  for  the  time  being,  a  better  motive  power  than  gas. 

^The  Electrobat  driver  had  foresightedly  provided  relays  of  fresh  batteries  along 
the  road,  but  his  car  ran  out  of  electricity  before  reaching  the  first  relay  point. 
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Gasoline  vs.  Steam  and  Electricity 

Yet  it  was  not  surprising  that  the  early  gasoHne  automobile  was 
undependable.  The  gasoline  engine  itself  was  an  extremely  recent 
development,  and  even  more  recent  was  the  attempt  to  apply  the 
gasoline  engine  to  transportation  purposes.  Furthermore,  as  the 
gasoline  engine  will  not  start  under  load,  it  was  necessary  for  the 
driver  of  the  gasoline-engined  car  to  start  the  engine  before  he 
started  the  car.  There  were  no  self-starters  in  the  1890's;  there  were 
no  satisfactory  self-starters  before  the  one  which  Charles  Francis 
Kettering  developed  in  1912.  So  the  gasoline-automobile  driver's 
first  job  was  to  get  his  engine  going  by  cranking  it — an  operation 
always  difficult,  sometimes  hazardous,  and  frequently  unsuccessful. 
If  the  early  motorist  managed  to  get  his  engine  turning  over,  he 
then  had  to  remember  to  do  something  about  the  clutch  before 
doing  anything  about  the  gears — a  problem  which  was  considered 
extremely  complex  and  which  (like  the  cranking  problem)  did  not 
arise  with  either  the  electric  or  the  steam  car.  The  motorist  of  about 
the  Spanish  War  period  may  seem  to  have  been  baffled  by  relatively 
simple  mechanical  problems,  yet  it  is  still  necessary  to  teach  motor- 
ists how  to  drive,  whereas  neither  the  steam  car  nor  the  electric  car 
presented  the  beginner  with  any  driving  problem  except  the  un- 
avoidable necessity  for  watching  the  road. 

The  steam-driven  automobile  was  much  more  dependable  than 
the  gasoline-driven  automobile,  if  only  because  steam-engines  had 
been  pulling  railroad  trains  for  nearly  seventy  years  before  the  auto- 
mobile was  thought  of.  In  England,  a  steamer  for  use  on  the  public 
highways  was  built  as  long  ago  as  1824,  and  in  1829  Londoners  were 
offered  a  steam  omnibus  service  with  coaches  carrying  twenty  pas- 
sengers. This  early  automobile  industry  did  not,  however,  long  sur- 
vive. Both  the  stagecoach  owners  and  the  railroad  operators  resented 
their  new  competitor,  and  they  persuaded  Parliament  to  legislate 
against  it.  The  climax  of  a  series  of  antisteamer  measures  came  in  a 
law  which  provided  that  no  self-propelled  vehicle  using  the  public 
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highways  should  be  driven  at  a  speed  of  more  than  four  miles  an 
hour  and  provided  also  that  any  such  vehicle  should  be  preceded 
and  followed  by  a  man  carrying  a  red  flag.  Since  this  legislation 
applied  to  any  form  of  self -driven  highway-using  carriage,  and  since 
it  was  not  repealed  until  1896,  all  forms  of  automotive  experiment 
in  Great  Britain  were  effectively  discouraged.  Hence  the  priority  of 
Germany  and  France  in  automobile  development  and  the  interna- 
tional supremacy  of  the  Benz,  the  Daimler,  the  Renault,  the  Mer- 
cedes, and  other  Continental  cars.^ 

In  this  country  (and  in  the  1890's)  the  steamer  was  much  more 
popular  with  engineers  than  with  motorists,  and  comparatively  few 
manufacturers  attempted  to  produce  steam-driven  cars.  Yet  two  of 
the  steamers — the  White  and  the  Stanley — were  among  the  most 
prominent  cars  of  the  period,  and  many  persons  who  have  forgotten 
most  of  the  gasoline  cars  of  1900  will  readily  recall  the  Stanley 
Steamer.  Like  the  electric,  the  steamer  was  reasonably  free  from 
mechanical  breakdowns.  Unlike  the  electric,  the  steamer  was  fast — 
it  was,  indeed,  as  a  racer  that  the  Stanley  won  its  greatest  fame.  Yet, 
despite  the  ingenuity  of  its  designers,  the  steam  engine  was  never 
comfortable  in  an  automobile.  Try  to  imagine  a  locomotive  boiler 
under  a  Ford  hood  and  you  will  have  some  notion  of  the  problem 
with  which  the  designer  of  the  steam  car  struggled.  By  the  time  the 
steam-engine  boiler  had  been  whittled  down  to  automobile  size, 
most  of  the  driving  power  had  been  lost  in  the  process.  Further- 
more, the  water  content  of  the  boiler  was  so  limited  that  the  steamer 
was  continually  running  out  of  steam,  just  as  the  electric  was  con- 
tinually running  out  of  electricity. 

Finally  (and  perhaps  conclusively)  there  was  the  popular  mistrust 
of  the  steam  car.  People  were  afraid  of  the  steamer.  They  did  not 
like  to  ride  in  a  carriage  that  had  a  boiler  full  of  live  steam  under 

'  It  is  difficult  to  see  why  the  stagecoach  and  railroad  people  were  so  frightened 
by  the  steamers  of  1829.  At  that  time  there  were  no  rubber  tires,  and  as  the  iron- 
wheeled  steam  omnibus  weighed  some  6,000  pounds,  it  tended  to  shake  the  insides 
out  of  both  itself  and  its  passengers.  But  the  vested  transportation  interests  of  the 
time  were  not  satisfied  until  they  had  legislated  the  steamer  out  of  existence. 
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the  seat.  The  writer  has  found  no  record  of  a  steamer's  ever  having 
blown  up  its  passengers,  but  as  long  as  people  thought  that  the 
steamer  might  possibly  blow  them  up,  the  steamer  operated  under 
a  heavy  handicap.  The  speed  addict  liked  it,  but  it  was  not  consid- 
ered suitable  for  family  use. 

The  electric  remained  the  automobile  leader  until  just  after  the 
turn  of  the  century.  In  1900,  at  a  combination  automobile-and-bicy- 
cle  show  at  Madison  Square  Garden,  there  were  exhibited  eight 
electric,  five  gasoline,  and  two  steam  cars.  The  electric  was  quiet 
and  smooth-running;  it  was  almost  foolproof  in  operation;  it  ran 
without  either  explosions  or  conflagrations;  mechanically,  it  was  not 
much  more  complicated  than  the  horse.  But  its  maximum  speed 
was  not  more  than  twelve  miles  an  hour,  and  although  it  was  un- 
doubtedly safe  it  was  also  unexciting. 

The  fatal  defect  of  the  electric  was  its  inability  to  carry  with  it  an 
adequate  power  plant.  Its  batteries  were  not  only  heavy  and  cum- 
bersome; they  also  needed  recharging  about  every  twenty  miles. 
Nothing  was  more  motionless  than  an  electric  with  a  dead  battery, 
nor  was  it  possible  to  set  up  a  system  of  filling-stations  where  a  man 
could  buy  another  gallon  of  electricity  whenever  his  batteries  ran 
down.  As  long  as  the  electric  remained  close  to  city  streets  and  city 
power  stations,  and  as  long  as  twelve  miles  an  hour  was  considered 
rapid  transport,  the  electric  held  its  own.  But  it  existed  only  on  the 
imperfections  of  the  gasoline  engine,  and  the  removal  of  these  im- 
perfections was  the  major  interest  of  a  great  many  able  minds.  As 
early  as  1899  Thomas  Edison— who  surely  had  no  prejudice  against 
electricity— said  that  the  need  for  constantly  renewing  batteries  was 
too  great  a  handicap  for  the  electric  to  overcome. 

The  Automobile  Progresses 

In  the  last  two  years  of  the  nineteenth  century  and  the  first  year 
of  the  twentieth  century,  there  was  a  great  increase  in  the  number 
of  automobiles  manufactured,  and  a  tremendous  awakening  of  pub- 
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lie  interest  in  the  automobile.  James  Rood  Doolittle  *  says  that  more 
than  three  hundred  companies  making  automobiles  and  automobile 
parts  were  organized  before  1900 — a  number  which  certainly  left 
the  industry  in  an  extremely  overincorporated  condition.  Some  of 
these  companies  were  never  designed  to  produce  automobiles,  their 
only  purpose  being  the  sale  of  stock.  Several  were  based  on  freak 
inventions — considerable  interest,  for  example,  being  worked  up  in 
cars  that  were  to  be  propelled  by  liquid  air.  Most  of  the  manufactur- 
ers went  into  the  automobile  business  with  excellent  intentions  but 
Httle  money,  and  exhausted  their  capital  before  any  sizable  output 
had  been  reached.  It  was  a  great  day  for  entering  the  auto  business, 
but  it  was  also  a  great  day  for  getting  out. 

Nevertheless,  an  automobile  industry  was  developing,  supported 
largely  by  the  patronage  of  the  upper  classes  and  heavily  wrapped 
in  society-page  gentility.  In  New  York,  there  was  a  bitter  contro- 
versy over  the  question  of  allowing  automobiles  in  Central  Park.  At 
a  Newport,  Rhode  Island,  "auto  parade"  in  1899,  Mrs.  Herman  Oel- 
richs  won  first  prize  for  the  "most  beautifully  decorated"  car.  The 
only  "hydrocarbon"  (that  is,  gasoline)  car  in  this  parade  was  piloted 
by  Mrs.  Clarence  McKay.  Mrs.  Harry  Whitney  was  photographed 
in  an  electric  victoria,  with  two  footmen  mounted  in  the  back.  Vin- 
cent Astor,  at  the  age  of  seven,  was  being  taught  to  drive.  W.  K. 
Vanderbilt  and  O.  H.  P.  Belmont  were  gentlemen  racers  with  a 
speed  record  (1899)  of  three  and  a  half  miles  in  six  minutes. 

Every  large  Eastern  city  had  its  automobile  club,  the  activities  of 
which  were  fully  reported  in  the  daily  papers  and  even  more  fully 
in  the  rapidly  developing  automobile  press.  Common  were  news 
items  such  as  the  following  (from  The  Automobile,  September, 
1899): 

Owing  to  several  unfortunate  mishaps  to  the  mechanism  of  their  ma- 
chine, Mr.  and  Mrs.  Davis,  who  left  New  York  City  several  weeks  ago 
on  a  trip  across  the  continent,  have  at  last  gotten  out  of  the  state  of  New 
York. 


*In  The  Romance  of  the  Automobile  Industry,  Klebold  Press,  191 6. 
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A  Philadelphia  debutante  rated  a  photograph  and  half  a  column 
on  the  strength  of  being  so  devoted  to  her  automobile  that  she  in- 
sisted upon  filling  the  gasoline  tank  herself.  In  Washington,  a  mem- 
ber of  the  Department  of  Agriculture  predicted  the  speedy  extinc- 
tion of  the  housefly,  since  the  fly  bred  largely  in  livery  stables  and 
the  livery  stable,  like  the  horse,  would  soon  be  gone. 

Even  Wall  Street  took  an  interest  in  the  early  automobile.  In  1897 
a  group  of  Eastern  financiers,  most  of  whom  had  been  previously 
associated  with  the  promotion  of  streetcar  companies,  organized  the 
Electric  Vehicle  Company.  Among  its  sponsors  were  William  C. 
Whitney,  Anthony  Brady,  P.  A.  B.  Widener,  Thomas  Fortune 
Ryan,  and  (later)  Samuel  InsuU.  With  their  electrical  and  street- 
car-franchise background,  the  Electric  Vehicle  Company  organizers 
saw  Httle  merit  in  gasoline  automobiles,  and  the  company  was  there- 
fore practically  born  with  a  receivership  in  its  mouth.  Its  most  am- 
bitious project  (except  for  selling  some  millions  of  dollars  of  stock) 
was  the  launching  of  a  fleet  of  electric  taxicabs  in  New  York,  Chi- 
cago (hence  Insull),  Boston,  Philadelphia,  and  other  large  cities. 
The  company  actually  did  operate  several  hundred  electric  taxicabs 
in  New  York  in  1899. 

Electric  Vehicle  also  acquired  Colonel  Pope's  company  as  a  man- 
ufacturing subsidiary,  and  Maxim  says  that  in  1899  and  1900  the 
Electric  Vehicle-Pope  combination  was  the  largest  automobile  pro- 
ducer, although  he  does  not  specify  how  many  automobiles  were 
made.  With  the  arrival  of  Electric  Vehicle  control,  Maxim  began  to 
lose  interest  in  the  automobile  business.  He  knew  that  the  Electric 
Vehicle  group  were  committed  to  the  development  of  the  electric 
automobile,  and  by  1899  he  had  recovered  his  confidence  in  the  fu- 
ture of  the  gasoline  car.  The  electric  cabs  he  regarded  as  monstrosi- 
ties— the  batteries  alone  weighed  nearly  a  ton  and  were  changed 
every  trip,  being  lifted  out  of  and  lowered  into  the  taxicabs  by 
means  of  hydraulic  hoists. 

Also,  Maxim  was  fond  of  his  Uttle  runabouts,  electric  or  gasoline, 
and  the  development  of  larger,  longer,  and  heavier  cars  with  the 
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engine  taken  out  from  under  the  seat  and  put  under  a  hood  (or 
bonnet)  in  the  front  apparently  struck  him  as  a  form  of  pitiless 
mechanical  progress.  It  seems  very  odd  that  in  1900  an  automobile 
man  should  be  reduced  to  longing  for  the  good  old  days,  but 
Maxim  points  out — correcdy  but  almost  plaintively — that  the  turn 
of  the  century  marked  the  end  of  the  horseless-carriage  era  and  the 
beginning  of  the  automobile  age.  So  Maxim  v^ent  back  to  the  mu- 
nitions business,  where  he  later  developed  the  Maxim  silencer  on 
which  his  fame  now  rests. 

Maxim  was  of  course  correct  about  the  approaching  extinction  of 
the  electric  automobile  and  also  of  the  buggy-type  auto,  whether 
driven  by  electricity  or  gas.  The  electrics  hung  on  for  a  good  many 
years — a  few  are  still  being  made,  mostly  for  use  as  delivery  wagons 
— ^but  by  1905  the  gasoline  car  was  the  dominant  type,  and  by  191 0 
the  electric  car  was  definitely  an  anachronism.  The  electric  taxis 
were  soon  driven  from  the  streets  by  gasoline  competition,  and 
Electric  Vehicle  might  quickly  have  followed  them  had  not  Colonel 
Pope,  in  1899,  suddenly  become  sufficiently  worried  about  gasoline 
competition  to  buy  the  Selden  patent — a  patent  which  apparently 
covered  every  gasoline  automobile  made,  and  entitled  Electric  Ve- 
hicle to  royalties  from  the  entire  internal-combustion  division  of  the 
industry.  The  story  of  the  Selden  patent  is  told  in  some  detail  in 
Chapter  3;  at  the  moment  it  is  necessary  to  notice  only  that  in  1907 
Electric  Vehicle,  royalties  and  all,  went  into  the  receivership  which 
the  unprogressive  nature  of  its  organizers  had  all  along  invited. 
Anthony  Brady  remained  interested  in  the  automobile  business; 
James  Cox  Brady,  Jr.,  is  today  a  director  and  a  large  stockholder  in 
Chrysler  Corporation :  but  most  of  the  Electric  Vehicle  crowd  went 
back  to  the  traction  companies,  the  municipal  franchises,  and  the 
stock  promotions  in  which  they  found  a  more  suitable  and  profitable 
environment. 

The  automobile  had  its  first  development  in  the  East;  why  the 
East  did  not  retain  its  leadership  is  not  now  a  matter  of  much  im- 
portance, although  it  is  perhaps  a  matter  of  some  interest.  New 
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England  had  behind  it  a  long  tradition  of  manufacturing  and  me- 
chanical ingenuity;  it  had  the  best-equipped  machine  shops  and  the 
largest  supply  of  skilled  mechanics  in  the  country;  Boston  was  still 
an  important  financial  center;  and  New  York  capital  was  close  at 
hand.  True,  much  Eastern  time  and  money  went  into  the  develop- 
ment of  steamers  and  of  electrics.  Nor  did  the  operation  of  Electric 
Vehicle  add  to  anyone's  confidence  in  the  automobile  industry.  Yet 
the  Eastern  automobile  survived  the  decline  of  the  electric  and  of 
the  buggy-type  automobile:  in  the  first  decade  of  the  twentieth  cen- 
tury such  New  England  cars  as  the  Knox,  the  Stevens-Duryea,'^  and 
the  Locomobile  were  among  the  leaders  of  the  field. 

The  New  England  manufacturer,  however,  tended  to  produce 
cars  in  the  aristocratic  tradition  and  to  seek  his  market  only  among 
the  decidedly  well-to-do.  He  was  influenced  by  French  and  German 
manufacturers,  who,  building  for  an  extremely  small  and  select  pub- 
lic, turned  out  automobiles  almost  without  regard  to  their  cost.^  A 
40  per  cent  tariff  protected  the  American  motorcar  manufacturer 
from  imported  automobiles  (which  came  in,  under  the  Dingley 
Tariff,  as  "manufactured  steel")  and  permitted  him  to  sell  automo- 
biles— but  not  many  automobiles — at  an  extremely  high  profit  per 
car.  And  the  Eastern  manufacturer  was  able  to  draw  upon  a  market 
which,  if  not  aristocratic,  was  at  least  plutocratic  with  aristocratic 
pretensions. 

As  we  shall  see  in  the  next  chapter,  the  Western  manufacturer 
was  by  no  means  appealing  to  the  masses;  the  pre-1910  automobile 
was  beyond  the  means  of  either  the  farmer  or  the  industrial  worker. 

^  The  Stevens-Duryea  was  formed  by  the  Stevens  Arms  Company  and  Frank  Dur- 
yea,  the  brother  of  the  Charles  Duryea  who  built  the  first  American  automobile. 
Charles  Duryea  manufactured  a  Duryea  automobile,  but  not  successfully.  He  was  too 
well  satisfied  with  his  original  Buggyaut  to  make  fundamental  changes  in  it,  and  con- 
tinued to  turn  out  buggy-type  cars  at  a  time  when  the  large,  heavy  touring  car  had 
come  into  vogue.  Brother  Frank  went  to  the  other  exu-eme,  with  a  large,  heavy,  ex- 
pensive Stevens-Duryea  that  was  typical  of  the  New  England  cars. 

®  At  one  point  the  Automobile  Club  of  Paris  was  more  annoyed  than  embarrassed 
by  the  fact  that  its  president  was  jailed  for  taking  part  in  a  conspiracy  to  restore  the 
French  monarchy. 
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But  the  Westerner,  by  and  large,  aimed  at  an  upper-middle-class 
market,  which  was  large  enough  for  him  to  think  in  terms  of  sev- 
eral thousand,  not  several  hundred,  cars  per  year.  It  was  also  a  mar- 
ket in  which  the  relationship  between  a  lower  price  and  a  larger 
volume  was  apparent  from  the  start. 

Not  all  the  Eastern  cars  were  high-priced;  not  all  the  Western 
cars  were  low-priced.  But  it  is  probably  fair  to  say  that  the  leader- 
ship of  the  automobile  industry  passed  from  New  England  to  Mich- 
igan largely  because  the  Michigan  manufacturer,  not  having  so 
many  Vanderbilts,  Whitneys,  Astors,  and  Winthrops  to  whom  to 
sell,  aimed  at  an  upper-middle-class  market  which  had  the  money 
to  buy  automobiles  but  which  was  not  much  interested  in  automo- 
biles priced  at  $5,000  and  up. 
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Beginnings  in  Detroit  1900- 1905 

IN  1900,  there  were  76,000,000  people  in  the  United  States,  of 
whom  less  than  4,000  owned  automobiles.  Here  was  the  greatest 
potential  market  that  any  manufacturer  could  desire.  For  three  hun- 
dred years  the  population  of  the  United  States  had  been  increasing. 
Now,  at  the  beginning  of  the  fourth  century  of  North  American 
civilization,  the  automobile  had  come  along  to  reap  the  harvest  of 
time.  In  terms  of  families  rather  than  of  individuals  (and  the  auto- 
mobile is  a  family  rather  than  an  individual  possession)  about  4,999 
out  of  every  5,000  American  families  did  not  own  an  automobile 
when  the  present  century  began. 

It  is  true — as  was  suggested  in  the  previous  chapter — that  the  au- 
tomobile was  too  expensive  for  all  but  a  very  small  percentage  of 
the  famiHes.  Wages  were  low;  farm  prices  were  low;  fioo  in  cash 
money  was  both  actually  and  psychologically  a  much  greater  sum 
than  it  became  later.  But  the  automobile  manufacturer  needed  to 
tap  only  the  most  microscopic  portion  of  his  enormous  potential 
market.  In  1900  he  could  not  possibly  have  manufactured  more  than 
5,000  automobiles,  with  every  factory  running  day  and  night.  And 
as  there  were  then  about  18,000,000  families  in  the  country,  the  auto- 
maker needed  to  reach  only  about  3  out  of  every  10,000  famiUes  to 
sell  all  the  cars  he  could  make. 

Furthermore,  the  light,  buggy-bodied  automobile  of  1900  was  not 
an  expensive  car.  The  manufacturer  could  price  it  at  about  $1,000 
and  still  clear  $100  per  sale.  From  1900  through  1910,  as  automobiles 
increased  in  size,  in  weight,  and  in  complexity,  they  also  increased 
in  price.  In  1900,  however,  the  auto  manufacturer  sold  about  4,000 
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automobiles  at  about  f  i,ooo  each.  The  public  therefore  spent  some 
$4,000,000  on  the  1900  automobile.  And  even  in  1900  an  expendi- 
ture of  $4,000,000  did  not  constitute  an  appreciable  tax  upon  the 
spending  power  of  the  American  public. 

From  these  figures,  it  might  appear  that  an  interest  in  an  automo- 
bile company  was  the  solution  to  all  financial  difficulties.  It  is  true 
that  the  motorcar  industry  gave  the  investor  the  greatest  oppor- 
tunity that  the  profit  system  has  ever  offered.  It  took  no  capital  to 
get  into  that  industry,  in  the  sense  that  it  took  capital  to  get  into 
the  copper  industry  or  the  steel  industry  or  the  railroad  industry. 
And  the  profits  (when  there  were  profits)  bore  almost  no  relation 
to  the  money  invested.  It  was  no  question  of  making  a  mere  100  per 
cent  on  your  money.  If  your  company  survived  the  struggle  for  ex- 
istence, you  might  make  100  per  cent  on  your  money  every  year; 
with  a  really  successful  company  you  might  do  a  good  deal  better 
than  that.  People  who  held  stock  in  the  Ford  Motor  Company,  and 
who  kept  it  until  1919,  realized  a  return  of  about  355,000  per  cent — 
that  is,  they  got  out  about  $3,550  for  every  $1  they  put  in.  But  of 
course  the  Ford  company  was  an  exception;  the  man  who  multi- 
plied his  original  investment  only  two  hundred  or  three  hundred 
times  could  still  consider  that  he  was  doing  very  well. 

Yet  most  of  the  early  automobile  companies  were  failures  and  lost 
all  the  money  that  had  been  put  into  them.  Even  aside  from  com- 
panies that  were  wholly  or  largely  stock  promotions,  about  six  actual 
producing  companies  failed  to  every  one  that  succeeded.  This  chap- 
ter tells  of  the  formation  and  the  early  years  of  five  of  the  compa- 
nies that  were  among  the  survivors.  But  even  in  their  history  the 
hazards  of  the  early  automobile  industry  are  well  illustrated. 

From  the  standpoint  of  the  individual  companies,  the  major  diffi- 
culty was  usually  the  lack  of  adequate  capital.  From  the  standpoint 
of  the  industry  as  a  whole,  the  major  difficulty  was  the  public's  re- 
sistance to  the  idea  of  putting  its  money  into  an  automobile.  It  took 
the  auto  industry  four  years  (from  1900  to  1903)  to  reach  an  annual 
output  of  10,000  cars,  and  eight  years  (from  1900  to  1908)  to  reach 


j8  the  automobile  industry 

an  annual  output  of  50,000  cars.  At  a  later  time  the  radio  industry 
sold  about  20,000,000  radio  sets  in  less  than  eight  years,  and  in  that 
period  practically  saturated  a  national  market  from  a  standing 
start.  As  late  as  June,  1905,  and  in  Michigan,  of  all  places,  a  country 
weekly  printed  the  following  news  item: 

An  automobile  went  through  our  town  last  Saturday.  It  was  the  first 
automobile  that  has  come  this  way. 

The  automobile  was  retarded  partly  by  the  mechanical  deficiencies 
of  the  cars  themselves;  partly  by  the  shoestring  capital  of  most  of 
the  early  companies;  partly  by  the  low  earning  power  of  the  period. 
But  it  was  also  true  that  the  tempo  of  life  moved  more  slowly  than 
it  does  today,  and  that  the  difficulties  of  many  an  early  manufac- 
turer could  be  attributed  chiefly  to  the  fact  that  he  got  into  the 
automobile  business  a  little  before  the  imagination  of  the  American 
public  had  awakened  to  the  possibilities  of  the  motorcar. 


The  Oldsmobile 

The  first  man  to  put  his  money — or  a  portion  of  it — into  the  auto- 
mobile business  and  come  out  with  considerably  more  than  his  shirt 
was  S.  L.  Smith,  who  had  made  his  fortune  in  Michigan  lumber 
and  copper,  and  who  in  1899  was  living  in  retirement  in  Detroit. 
Automobile  historians  do  not  say  much  about  Smith,  their  praises 
being  reserved  for  Ransom  E.  Olds,  the  man  who  built  the  car 
which  Smith  financed.  But  this  book  is  concerned  primarily  with 
the  financial  aspects  of  the  automobile  industry,  so,  without  be- 
grudging Olds  the  greater  glory,  let  us  at  least  notice  that  Smith  de- 
serves remembrance  as  the  first  successful  automobile  entrepreneur. 
On  May  8,  1899,  Smith  put  up  $199,600  to  finance  the  first  company 
that  sold  automobiles  on  a  quantity  basis.  It  is  this  company  which 
may  justly  be  considered  the  beginning  of  the  automobile  industry 
as  it  exists  today.  Other  men  in  1899  had  confidence  in  the  future 
of  the  automobile  business  and  other  men  were  willing  to  back 
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their  confidence  with  as  much  money  as  they  possessed.  But  Smith 
was — as  far  as  the  writer  has  been  able  to  discover — the  only  man 
who  in  1899  not  only  had  confidence  in  the  automobile  but  $199,- 
600  with  which  to  back  it  up. 

Smith's  1899  venture,  however,  was  not  his  first  experience  with 
the  Olds  family  or  with  the  gasoline  engine.  In  the  i88o's  the  Olds 
family  had  moved  from  Geneva,  Ohio,  to  Lansing,  Michigan,  where 
Pliny  S.  Olds  (Ransom's  father)  opened  a  machine  shop.  Pliny  Olds 
developed  a  gasoline  engine  for  farm  and  marine  use,  and  in  1892, 
with  Smith's  backing,  organized  the  Olds  Gasoline  Engine  Works. 

Ransom  Olds,  whose  1893  steamer  has  already  been  mentioned, 
did  not  attempt  to  produce  a  second  steam  car.  He  turned  his  atten- 
tion to  the  internal-combustion  engine,  and  in  1897  completed  his 
first  gasoline  automobile.  And  Smith  agreed  to  finance  its  manufac- 
ture. In  addition  to  being  well  disposed  toward  the  Olds  family, 
Smith  had  two  sons — Frederick  and  Angus — whom  he  wanted  to 
set  up  in  business.  So,  with  Frederick  Smith  and  Angus  Smith 
among  its  executive  personnel,  the  Olds  Motor  Works  was  incor- 
porated (May  8,  1899)  with  a  paid  in  capital  of  $200,000,  all  but 
$400  of  which  was  supplied  by  Smith.  Olds  himself  had  only  a  $40 
interest  (four  $10  shares)  in  the  company,  indicating  either  that  the 
Olds  GasoHne  Engine  Works  had  not  been  very  successful  or  that 
the  elder  Olds  was  no  automobile  enthusiast.  On  Jefferson  Ave- 
nue East,  Olds  built  Detroit's  first  automobile  factory  and  there  be- 
gan the  production  of  the  Oldsmobile  car. 

From  mid-1899  to  the  close  of  1900,  Olds  sold  400  automobiles, 
but  lost  $80,000.  Even  in  1900,  the  auto  manufacturer  was  a  Htde 
ahead  of  his  market,  although  400  cars  in  eighteen  months  was  bet- 
ter than  anyone  had  done  before.  But  to  a  middle-class  public  unac- 
customed to  automobiles  the  first  Oldsmobiles  were  very  much  over- 
priced. The  1900  Oldsmobile  sold  for  $1,250.  For  its  time,  it  was  an 
ambitious  job,  featuring  among  other  items  a  not  very  reliable  elec- 
tric push-button  starter.  But,  like  the  other  cars  of  1900,  the  Olds- 
mobile was  nothing  more  than  a  buggy  with  an  engine  under  the 
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seat.  You  could  get  a  good  horse  and  buggy  for  not  more  than  $400, 
and  the  horse  never  had  trouble  with  dijfiferentials,  transmissions, 
carburetors,  and  gears. 

Olds  realized  that  the  price  of  his  car  was  out  of  line  with  its  per- 
formance, and  decided  to  make  a  lighter,  simpler,  and  cheaper  ma- 
chine. He  planned  to  make  a  500-pound  car  to  sell  for  $500  and 
actually  did  turn  out  a  700-pound  car  that  sold  for  $625.  The  imme- 
diate result  was  not  too  encouraging,  as  in  1901  only  425  Oldsmo- 
biles  were  sold. 

Yet  a  small,  but  appreciable,  automobile  market  was  coming  into 
existence.  In  1900,  the  entire  automobile  industry  had  sold  only  4,192 
cars.  In  1901,  7,000  cars  were  sold — still  not  very  many  automobiles, 
but  at  any  rate  a  great  increase  over  the  previous  year.  And  in  mak- 
ing 11,192  cars  in  two  years,  the  industry  had  turned  out  more  than 
three  times  as  many  machines  as  had  been  made  from  1892  through 
1899. 

The  gasoline  automobile  was  improving  rapidly  from  a  mechan- 
ical standpoint.  Had  the  Chicago  Times-Herald  staged  another  road 
race  in  1901,  the  fiasco  of  1895  would  not  have  been  repeated.  For 
example,  the  Oldsmobile  that  was  shown  at  the  1901  New  York 
Auto  Show  was  driven  across  country  from  Detroit  to  New  York 
by  Roy  Chapin,  one  of  Olds's  bright  young  men.  Chapin  averaged 
less  than  fifteen  miles  an  hour,  but  nevertheless  he — as  well  as  the 
Oldsmobile — arrived  in  Manhattan  all  in  one  piece.  The  cars  were 
becoming  more  reliable,  and  the  public  was  beginning  to  think  of 
them  more  as  a  method  of  transportation  and  less  as  an  impractical 
and  temporary  fad. 

As  these  favorable  factors  continued  to  develop.  Olds  sold  2,500 
Oldsmobiles  in  1902.  He  followed  up  this  success  by  selling  4,000 
Oldsmobiles  in  1903.  This  output  really  was  astonishing;  it  meant 
day-in  and  day-out  production,  and  the  steady  sale  of  cars  now 
being  produced  with  the  reasonable  certainty  that  purchasers  could 
be  found  for  them.  It  was  the  success  of  the  Olds  that  encouraged 
many  other  capitalists,  particularly  in  and  around  Detroit,  to  risk 
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their  money  in  what  now  began  to  appear  as  a  not  entirely  fantas- 
tic, although  still  highly  speculative,  industry.  It  was  also  through 
supplying  Olds  with  many  of  the  basic  parts  for  his  car  that  various 
metalworking  and  machinery  businesses  in  the  Detroit  area  made 
their  first  acquaintance  with  the  automobile. 

Late  in  1903,  however — and  to  the  astonishment  of  such  an  auto- 
mobile world  as  then  existed — Olds  left  the  Oldsmobile  company. 
He  announced  his  retirement  from  the  automobile  business,  but  the 
retirement  lasted  for  only  a  few  months.  In  August,  1904,  a  group 
of  Lansing  businessmen  raised  the  money  to  finance  Olds  in  a  new 
company.  Olds  called  his  new  car  the  Reo  (having  given  his  name 
to  the  Oldsmobile,  he  had  only  his  initials  left  for  his  second  car), 
and  the  Reo  promptly  scored  another  success,  although  not  such  a 
sensational  one.  But  Olds  was  through  at  the  Oldsmobile,  where 
Frederick  Smith  was  now  directing  the  manufacture  of  Oldsmobile 
cars. 

Trouble  between  Olds  and  the  Smith  family  had  developed  over 
the  size  and  the  price  of  the  Oldsmobile.  Olds  wanted  to  continue 
the  buggy-type  automobile  at  $625;  Smith  wanted  to  go  into  a 
larger,  heavier,  and  more  expensive  car.  Since  the  Smiths  had  the 
money,  there  was  nothing  for  Olds  to  do  but  to  get  out.  Smith 
turned  out  5,000  cars  in  1904  and  6,500  cars  in  1905,  but  then  sales 
began  to  decline  rapidly  and  profit  soon  turned  into  a  loss.  In  1906 
Smith  dropped  the  one-cylinder  engine  for  a  four-cylinder  engine, 
and  in  1907  came  out  with  a  six-cylinder  car.  The  more  the  cylinders, 
the  higher  the  price — and  also  the  fewer  the  sales.  In  1908  the  Olds- 
mobile sold  only  1,055  automobiles  and  Smith,  Sr.,  had  to  put  f  1,000,- 
000  new  money  into  the  concern.  Here  was  a  company  which,  hav- 
ing survived  the  dangers  of  birth,  seemed  likely  to  succumb  to  the 
hazards  of  adolescence. 

Smith's  backward  progress  really  was  phenomenal,  especially  in 
view  of  the  continued  expansion  of  the  automobile  industry  as  a 
whole.  In  1903,  Olds  had  sold  4,000  cars  when  the  entire  industry 
was  selling  only  11,235.  In  1908,  Smith's  sale  of  1,055  cars  made  a 
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dismal  contrast  with  the  industry's  sale  o£  63,000  cars.  Smith  was 
not  only  going  in  the  wrong  direction  but  was  also  moving  against 
the  stream. 

The  obvious  conclusion — that  Olds  anticipated  Ford's  concept  of 
a  popular-priced  car  and  that  Smith's  folly  threw  away  a  fortune — 
has  often  been  drawn.  But  the  position  was  not  quite  so  simple. 
Olds  probably  would  not  have  been  successful  had  he  continued  to 
manufacture  the  1903  Oldsmobile  even  at  the  1903  Oldsmobile  price. 
The  trend  of  motorcar  construction  was  already  moving  away  from 
the  buggy  type  of  automobile  and  toward  more  complicated,  more 
powerful,  and  more  expensive  machines.  The  transition  from  the 
motorized  buggy  to  the  touring  car  was  essential  to  the  future  of 
the  automobile.  There  was  very  little  that  the  buggy  car  could  do 
that  the  horse  and  buggy  could  not  do  just  as  well,  much  more  re- 
liably and  at  much  less  expense.  And  the  four-cylinder  and  six-cyl- 
inder engines — which  added  speed  and  power  as  well  as  adding 
complexity  and  expense — were  exactly  the  kind  of  development  that 
enabled  the  gasoline  car  to  outstrip  electric  and  steam  competition. 

Olds  himself  did  not  attempt  to  continue  the  "horseless  carriage" 
type  of  automobile  in  the  Reo — and  on  his  Reo  touring  car  he  put 
a  $1,200  price.  Smith  moved  too  far  and  too  fast  from  the  cheap 
simplicity  of  early  days,  but  his  instinct  was  sound,  no  matter  how 
much  his  timing  and  his  execution  may  have  left  to  be  desired.  Had 
Olds  attempted  to  continue  with  the  "curved-dash"  Oldsmobile 
runabout  of  1903,  he  would  soon  have  found  himself  with  a  mu- 
seum piece  which  could  not  have  been  sold  at  any  price. 

In  1908,  the  Oldsmobile  company  became  a  division  of  General 
Motors^  and  was  therefore  saved  from  extinction.  The  Oldsmobile 
was  the  first  car  to  catch  the  imagination  of  the  general  public  (Gus 
Edwards's  song  "In  My  Merry  Oldsmobile"  was  written  in  1903); 
the  first  car  to  suggest  the  possibilities  of  the  automobile  market; 
and  the  first  car  to  enter  the  field  with  reasonably  adequate  finan- 
cial backing.  (Remember  that  Smith  added  $1,000,000  to  his  original 

^  See  Chapter  3. 
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investment.)  Yet  it  almost  went  out  of  business  in  its  attempt  to 
keep  up  with  the  rapid  technical  advances  in  automobile  construc- 
tion. This  attempt  was  made  much  more  difficult  by  the  departure 
of  Olds,  for  in  the  early  1900's  the  gasoline  engine  still  retained 
many  elements  of  mystery  and  the  manufacture  of  a  dependable 
automobile  still  required  a  production  man  of  exceptional  experi- 
ence and  skill. 

The  Cadillac 

The  importance  of  technical  experience  and  ability  is  well  illus- 
trated by  the  history  of  the  Cadillac  Motor  Company.  This  was  the 
successor  to  the  Detroit  Automobile  Company,  which  a  group  of 
Detroiters,  headed  by  William  H.  Murphy,  had  organized  in  1898. 
Chief  engineer  and  general  manager  of  the  Detroit  Automobile 
Company  was  Henry  Ford.  In  three  years,  however,  Ford  sold  less 
than  a  dozen  automobiles.  So  Murphy  and  his  associates  began  to 
look  for  someone  who  would  put  cars  on  the  road  and  bring  money 
into  the  treasury. 

They  found  their  man  in  Henry  Leland,  then  (1902)  head  of  the 
Leland  &  Faulconer  Company,  which  made  gasoline  engines  for  use 
on  boats.  Nearly  sixty  years  old  when  the  chance  to  get  into  the 
automobile  business  was  offered  him,  Leland  was  the  first  motorcar 
manufacturer  who  combined  a  thorough  knowledge  of  the  gasoline 
engine  with  long  production  experience  in  metalworking  on  a  pre- 
cision basis. 

Born  in  Danville,  Vermont,  in  1843,  Leland  got  his  apprentice 
training  in  a  Worcester  textile  mill.  During  the  Civil  War  he  was 
a  toolmaker  in  the  Federal  Arsenal  at  Springfield,  Massachusetts. 
In  1864  he  cast  his  first  vote— a  vote  for  the  re-election  of  Abraham 
Lincoln.  (Fifty-six  years  after  having  voted  for  Lincoln,  Leland 
brought  out  the  Lincoln  car.)  After  the  close  of  the  war,  Leland 
went  to  the  Brown  &  Sharpe  Company,  one  of  the  oldest  of  the 
New  England  machine-tool  firms.  He  traveled  around  the  country 
for  Brown  &  Sharpe,  installing  and  servicing  their  machines.  In 
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1890  he  and  Faulconer  (another  Brown  &  Sharpe  graduate)  opened 
a  machine-tool  factory  in  Detroit.  During  the  hard  times  of  the 
1890's  the  company  dropped  out  of  the  machine-tool  business,  but 
it  was  reorganized  as  a  manufacturer  of  gasoline  engines. 

Leland's  first  experience  with  automobiles  came  in  1900,  when 
Olds  gave  him  the  job  of  making  Oldsmobile  transmissions.  In 
March,  1901,  the  Olds  factory  was  almost  entirely  destroyed  by  fire. 
Olds,  hurrying  to  get  back  into  production,  asked  Leland  to  make 
not  only  his  transmissions  but  his  engines  as  well.  The  Olds  engine, 
as  Olds  made  it,  was  rated  at  3  horsepower.  Leland,  with  his  much 
more  exacting  standards  of  precision  manufacture,  got  7  horsepower 
instead  of  Olds's  3.  Then  Leland  developed  an  improved  engine 
which  generated  10  horsepower.  But  Olds,  now  back  in  production, 
would  have  nothing  to  do  with  the  lo-horsepower  job.  He  sus- 
pected that  the  Leland  engine  would  be  too  powerful  for  his  car. 
Now  Leland  had  no  market  for  what  was  probably  the  best  auto- 
mobile engine  of  the  day,  and  the  Detroit  Automobile  Company 
had  no  automobiles  for  the  best  market  that  the  industry  had  yet 
known. 

So  Ford  left  the  Detroit  Automobile  Company  and  Leland  joined 
it.  The  company  was  rechristened  the  Cadillac  Automobile  Com- 
pany in  August,  1902,  and  in  March,  1903,  the  initial  Cadillacs  were 
shipped.  At  first  Leland  made  only  the  Cadillac  engine,  but  it  was 
soon  found  that  the  body  and  the  chassis  were  not  up  to  the  stand- 
ard of  the  power  plant.  (Olds  was  right  about  the  need  for  rebuild- 
ing the  Oldsmobile  if  he  put  the  Leland  engine  in  it.)  Leland  then 
took  the  responsibility  for  making  the  entire  Cadillac  car,  and  a  very 
good  job  he  did. 

The  Cadillac  was  an  immediate  success.  Sales  for  the  first  four 
years  were:  1903,  1,895;  ^904'  ^'534;  ^905'  3'92o;  1906?  4'045-  I" 
those  years  the  Cadillac  was  not  an  expensive  car.  The  1905  Cadil- 
lac sold  for  $750;  the  1905  Ford  sold  for  $950.  On  a  dollar-for- 
dollar  basis,  the  Cadillac  was  in  all  probabiUty  the  best  car  on  the 
market.  It  appeared  at  a  time  when  there  was  still  a  marked  pre- 


BEGINNINGS  IN  DETROIT  2$ 

mium  upon  reliable  performance,  and  Leland  was  an  expert  in  a 
jBeld  where  experts  were  still  uncommon.  One  of  Leland's  innova- 
tions was  the  substitution  of  the  steering  wheel  for  the  tiller  with 
which  automobiles  had  previously  been  guided. 

In  1907  Leland  built  a  Cadillac  with  a  four-cyHnder  30-horse- 
power  engine.  His  prices  went  up  and  his  sales  declined.  Only  2,367 
Cadillacs  were  sold  in  1907  and  2,380  in  1908.  Unlike  Frederick 
Smith,  however,  Leland  improved  his  product  without  sacrificing 
his  profits.  The  higher  price  made  up  for  the  decline  in  volume, 
with  the  result  that  in  1908  the  Cadillac  showed  a  profit  of  $1,936,- 
382.  A  net  income  of  nearly  $2,000,000  is  a  profit  that  very  few  cor- 
porations in  any  business  ever  make.  It  was  an  unheard-of  profit  in 
the  infant  auto  industry  of  thirty-two  years  ago. 

Leland's  30-horsepower  engine  is  another  example  of  the  kind  of 
gasoline  engine  development  which  was  extremely  discouraging  to 
exponents  of  electricity  and  steam.  An  electric  auto  of  similar  power 
would  have  required  a  trailer  to  carry  the  batteries. 

It  will  be  seen  that  the  Cadillac  went  through  much  the  same 
progress  as  the  Oldsmobile.  Indeed  the  Cadillac,  like  the  Oldsmo- 
bile,  became  in  1908  a  part  of  General  Motors.  But  the  Cadillac  was 
no  distress  purchase;  it  was  indeed  one  of  the  very  few  money-mak- 
ing divisions  in  the  original  General  Motors  group.  And  for  many 
years  after  the  shift  of  ownership  Leland  continued  to  direct  the 
Cadillac's  affairs. 

The  Buick 

Two  references  have  already  been  made  to  the  formation  of  Gen- 
eral Motors,  but  the  car  which  became  the  nucleus  of  General  Mo- 
tors was  at  first  one  of  the  least  prepossessing  in  the  automobile 
trade.  This  car  was  the  Buick,  which  passed  through  three  owner- 
ships and  menaced  the  solvency  of  the  city  of  Flint,  Michigan,  be- 
fore reaching  a  sales  volume  on  which  a  profit  could  be  shown.  The 
Buick  was  an  extreme  example  of  inadequate  financing  and  was  res- 
cued from  its  early  predicament  only  by  the  arrival  of  the  first  (and 
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still  the  foremost)  promoting  genius  that  the  automobile  world  had 
known. 

The  first  Buick  proprietor  was  David  Dunbar  Buick,  who,  like 
Olds  and  Leland,  was  a  manufacturer  of  gasoline  engines.  Before 
going  into  the  engine  business,  Buick  had  been  a  successful  bathtub 
manufacturer,  having  developed  a  patented  method  of  fixing  porce- 
lain on  metal.  With  the  arrival  of  the  automobile,  Buick  tried  his 
hand  at  getting  transportation  out  of  a  gasoline  engine,  and  in  1903 
the  first  of  several  million  Buicks  took  the  road. 

But  Buick — like  most  of  the  automobile  manufacturers  of  the 
day — had  no  conception  of  how  much  money  an  automobile  could 
eat  up  in  its  experimental  and  introductory  stages.  As  we  shall  see 
later,  the  automobile  did  have  an  extraordinary  capacity  for  financ- 
ing itself  out  of  its  earnings,  and  the  auto  industry  remains  the  out- 
standing example  of  shoestrings  run  into  fortunes.  But  Buick  seems 
to  have  had  hardly  a  shoestring.  Even  before  the  first  car  was  com- 
pleted, Buick  was  borrowing  money  from  Benjamin  Briscoe,  who 
made  sheet-metal  stampings  and  was  turning  out  fenders  for  sev- 
eral of  the  1903  cars.  And  shortly  after  the  appearance  of  the  first 
Buick,  Briscoe  acquired  a  97  per  cent  interest  in  the  company  in  re- 
turn for  the  cancellation  of  a  $3,500  debt  which  Buick  owed  him. 

Briscoe  had  a  good  business  as  an  auto-parts  maker — in  addition 
to  his  fenders  he  was  making  Oldsmobile  cooling  systems — and  was 
ready  to  go  into  the  auto  industry  for  himself.  Judging  from  his 
later  accomplishment,  the  Buick  might  have  prospered  under  his 
care.  But  hardly  had  Briscoe  taken  over  the  Buick  when  he  was 
approached  by  John  D.  Maxwell,  who  wanted  him  to  finance  a 
Maxwell  car.  Maxwell  had  helped  Elwood  Haynes  to  build  the 
original  Haynes  car  in  1894  and  was  now  one  of  the  Oldsmobile 
engineers.  Briscoe  decided — correctly  enough — that  Maxwell  would 
make  a  much  better  partner  than  Buick,  and  began  looking  around 
for  someone  to  take  the  Buick  off  his  hands. 

He  found  his  purchaser  in  James  A.  Whiting,  a  Flint,  Michigan, 
carriage  manufacturer  who  was  farsighted  enough  to  see  that  the 
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automobile  might  wreck  the  carriage  business  and  progressive 
enough  to  try  the  new  form  of  transportation  himself.  All  Briscoe 
wanted  for  the  Buick  was  the  $3,500  which  he  had  loaned  to  David 
Buick  and  which  he  saw  no  possibiHty  of  getting  back  out  of  the 
car.  Whiting  put  up  the  $3,500,  and  for  the  second  time  in  twelve 
months  the  Buick  changed  hands  for  not  very  much  more  money 
than  a  single  Buick  automobile  was  later  to  cost.  Well  satisfied  (for 
the  time  being),  Briscoe  went  ahead  with  Maxwell,  and  the  two 
made  more  than  $3,000,000  profit  out  of  the  Maxwell  car  in  the  next 
five  years. 

Meanwhile,  the  Buick  was  too  much  for  its  new  proprietor  to 
handle.  Whiting  made  the  usual  mistake  of  undercapitaHzing  the 
automobile,  which  he  attempted  to  finance  by  means  of  a  $75,000 
dividend  declared  by  his  wagon  works.  Even  $75,000  might  have 
pulled  the  Buick  through  if  the  car  had  developed  any  customer  ap- 
peal. But  the  Buick  was  a  backward  child.  Only  16  Buicks  were 
sold  in  1903  and  only  37  in  1904.  By  this  time  Flint  bankers  had 
loaned  Whiting  so  much  money  that  the  welfare  of  the  Buick  was 
becoming  a  matter  of  general  concern.  If  the  Buick  failed,  as  seemed 
very  probable,  something  in  the  nature  of  a  bank  holiday  might  be 
necessary  in  Flint. 

Among  Flint's  leading  citizens,  however,  was  an  extremely  suc- 
cessful wagon  manufacturer  who  had  made  so  much  money  in  the 
wagon  business  that  he  had  gone  to  New  York  to  try  his  hand  at 
the  stock  market.  He  was  William  Crapo  Durant,  who  had  derived 
the  Crapo  portion  of  his  name  from  an  uncle  who  had  been  a  Gov- 
ernor of  Michigan  during  the  Civil  War.  The  Durants  were  a  New 
England  shipbuilding  family,  and  William  Durant  was  born  in 
Boston  in  1861.  But  the  family  moved  West  in  WiUiam's  childhood 
and  William  grew  up  in  Michigan,  working  as  a  boy  in  Uncle 
Crapo's  lumber  mill. 

When  Durant  was  twenty-one,  his  talent  for  salesmanship  as- 
serted itself.  First  he  opened  an  insurance  agency.  A  few  years  later 
he  bought,  for  $50,  the  patent  rights  to  a  road  cart.  A  road  cart  was 
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a  light,  two-wheeled,  horse-drawn  vehicle  for  both  pleasure  and 
utiHty  use.  It  corresponded  somewhat  to  the  station  wagon  of  today. 
Taking  into  partnership  Josiah  Dallas  Dort,  Durant  ordered  from 
one  of  the  Flint  wagon  companies  10,000  road  carts  at  $8  each.  As 
rapidly  as  the  road  carts  were  delivered,  Durant  sold  them  for 
$12.50,  thus  clearing  $45,000  on  the  deal. 

With  this  capital,  Durant  and  Dort  formed  the  Durant-Dort  Car- 
riage Company  and  worked  up  to  a  volume  of  50,000  carriages  a 
year.  Before  he  was  forty,  Durant  had  made  his  million.  He  was 
just  beginning  to  explore  Wall  Street  when  he  was  summoned 
home  to  see  what  he  could  do  about  the  new  form  of  transporta- 
tion which  was  threatening  to  wreck  the  town. 

Durant  required  no  persuasion  to  take  over  the  Buick.  A  man 
who  could  make  $45,000  out  of  a  road  cart  had  no  difficulty  in 
grasping  the  possibilities  inherent  in  the  automobile.  Durant's  first 
step  was  to  increase  the  authorized  capital  of  the  Buick  company 
from  $75,000  to  $500,000.  This  move  did  not,  in  itself,  bring  any 
new  dollars  into  the  Buick  treasury.  A  corporation's  authorized  cap- 
ital is  merely  the  money  it  is  legally  allowed  to  raise.  Its  paid-in 
capital — the  money  it  actually  lays  hands  on — ^is  a  different  and 
often  a  much  smaller  matter.  Not  even  Durant  could  raise  $500,000 
on  Buick  stock  in  1905,  but  at  least  Durant  was  not  thinking  of  an 
automobile  company  in  terms  of  a  grocery  store.  Furthermore,  he 
did  manage  to  get  subscriptions  to  $250,000  of  Buick  stock,  although 
not  many  of  the  stockholders  made  immediate  payment  in  cash. 

Buick  sales  were  improving,  although  not  very  rapidly.  Only  673 
Buicks  were  sold  in  1905.  But  the  car  was  priced  at  $1,200  and 
showed  a  small  operating  profit  even  on  its  limited  sales.  Durant 
worked  harder  than  ever.  He  talked  old  creditors  into  waiting 
longer  for  their  money.  He  persuaded  new  suppliers  to  extend 
credit.  He  got  the  Durant-Dort  Carriage  Company  to  buy  $100,000 
worth  of  Buick  stock.  He  arranged  a  $200,000  loan,  half  of  which 
came  from  Durant-Dort  and  half  from  Whiting's  wagon  works.  He 
increased  the  Buick's  capitalization  to  $1,500,000.  Much  of  the  new 
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stock  went  to  Whiting  and  other  early  stockholders,  and  to  Durant 
himself,  "for  promotional  services."  Creditors  took  some  of  the  stock 
in  settlement  of  Buick  debts.  But  about  $300,000  of  the  new  issue 
was  sold  for  cash. 

At  the  close  of  1905,  it  was  anybody's  guess  as  to  whether  Durant 
would  pull  the  Buick  through.  In  1906,  however,  the  corner  was 
finally  turned.  Cutting  its  price  to  $1,000  and  bringing  out  a  four- 
cylinder  car  led  to  the  Buick's  finally  catching  the  public's  imagina- 
tion to  the  extent  of  2,295  sales.  In  1907,  sales  went  to  3,848  cars.  In 
1908,  with  an  output  of  8,487  the  Buick  was  the  largest  seller  in  the 
auto  field.  Durant  paid  his  merchandise  debts,  collected  his  stock 
subscriptions,  and  promptly  began  the  merger  negotiations  of  which 
General  Motors  was  the  result. 

The  automobile  industry  had  never  had  an  outstanding  salesman 
before  Durant  arrived,  and  it  has  never  had  as  good  a  salesman 
since.  Durant  was  not  a  salesman  who  sold  a  car.  He  was  a  pro- 
moter who  sold  an  idea — specifically  the  idea  of  the  future  of  the 
automobile.  Early  in  1908,  at  a  meeting  attended  by  George  W.  Per- 
kins of  J.  P.  Morgan  &  Company,  Durant  predicted  that  the  auto- 
mobile industry  would  eventually  sell  500,000  cars  a  year.  Perkins, 
convinced  that  Durant  was  little  better  than  a  maniac,  left  the  room. 
The  auto  industry  eventually  sold  more  than  ten  times  500,000  cars 
a  year,  but  Durant's  prediction  was  none  the  less  remarkable  for 
its  time. 

In  later  years,  the  Durant  idol  showed  signs  of  possessing  feet  of 
clay,  and  detractors  even  claimed  that  there  was  something  cloven 
about  the  hoofs.  But  no  one  has  ever  done  a  better  job  with  an  auto- 
mobile company  than  Durant  did  with  the  Buick  in  its  early  days. 

The  Ford  Motor  Company 

The  fourth  of  the  major  automobile  companies  to  get  under  way 
in  the  Detroit  area  was  the  Ford  Motor  Company,  which  was  or- 
ganized in  June,  1903.  The  Ford  company  is  a  good  example  of  the 
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importance  of  timing.  The  1903  Ford  was  a  success  from  its  begin- 
ning, yet  by  1903  Ford  had  been  working  on  automobiles  for  eleven 
years  and  had  been  associated  with  two  extremely  unsuccessful  auto- 
mobile companies.  Ford's  experience  with  the  Detroit  Automobile 
Company  has  already  been  mentioned.  It  may  be  that  Ford  was 
unable  to  get  along  with  Murphy  and  his  other  stockholders  because 
Ford  wanted  to  make  a  low-priced  car  while  Murphy  wanted  a 
high-priced  car.  On  the  other  hand,  in  its  early  days  the  Ford  cost 
more  than  the  Cadillac,  and  Ford  built  a  $2,000  car  (along  with  a 
$1,000  car)  even  after  he  had  become  the  majority  stockholder  in 
the  Ford  Motor  Company.  It  seems  more  likely  that  Ford,  who  was 
a  perfectionist  where  automobiles  were  concerned,  was  not  satisfied 
to  go  into  production  with  the  car  which  he  was  able  to  build  in  the 
1 898-1900  period.  Ford  used  his  (very  scanty)  capital  for  experi- 
mental construction  until  his  backers  became  impatient  for  immedi- 
ate commercial  results.  Ford's  second  company — the  Henry  Ford 
Automobile  Company — lasted  only  a  few  months,  and  seems  not  to 
have  produced  any  cars  whatever.  When  Ford  got  his  third  chance, 
with  the  formation  of  the  Ford  Motor  Company,  there  was  a  rap- 
idly developing  automobile  market  and  the  success  of  the  Oldsmo- 
bile  had  made  Detroiters  particularly  automobile-conscious. 

Even  so,  few  automobiles  companies  have  come  into  existence 
with  less  money  or  with  more  dubious  prospects.  The  Ford  Motor 
Company  had  only  $28,500  of  paid-in  capital— which  meant  that  it 
had  to  get  into  immediate  quantity  production  and  also  to  market 
its  cars  at  a  profitable  price.  Ford  had  only  a  25I/2  per  cent  interest 
in  the  concern.  An  equal  interest  was  held  by  Alexander  Malcom- 
son,  a  prosperous  Detroit  coaldealer  who  had  sold  coal  to  the  De- 
troit Edison  Company  while  Ford  was  superintendent  of  one  of  the 
Detroit  Edison  power  plants.  Malcomson  not  only  subscribed  for 
$25,500  of  Ford  stock  (out  of  an  original  authorized  capitaUzation 
of  $100,000)  but  also  met  $30,000  of  the  company's  merchandise 
bills. 

Most  of  the  other  original  Ford  stockholders  came  in  dirough 
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Malcomson's  influence.  Malcomson's  banker,  John  S.  Gray,  presi- 
dent of  the  German  American  Savings  Bank,  subscribed  for  $io,- 
500.  When  Malcomson  first  invested  in  the  Ford  company,  he 
carefully  kept  his  venture  hidden  from  Gray.  Malcomson  feared 
that  Gray  would  no  longer  consider  him  a  good  credit  risk  if  Gray 
discovered  that  he  was  so  flighty  as  to  put  his  money  into  an  auto- 
mobile company.  But  after  paying  some  of  Ford's  bills,  Malcomson 
began  to  realize  that  a  coal  business  cannot  support  an  auto  busi- 
ness, and  managed  to  sell  Gray  a  10J/2  per  cent  interest  in  the  Ford. 

Other  Ford  shareholders  influenced  by  Malcomson  were  C.  J. 
Woodhall,  Malcomson's  bookkeeper,  who  subscribed  for  $1,000; 
James  Couzens,  a  car-checker  for  Malcomson,  who  signed  notes  for 
$1,500  and  put  up  $1,000  in  cash;  and  Horace  Rackham  and  John 
Anderson,  Malcomson's  lawyers,  who  drew  up  the  Ford  articles  of 
incorporation  and  took  stock  subscriptions  of  $5,000  each.  Couzens 
was  $100  short  of  having  $1,000,  so  he  borrowed  the  other  hundred 
from  his  sister.  Miss  R.  V.  Couzens,  who  taught  in  a  Detroit  school. 
Miss  Couzens  had  saved  $200,  all  of  which  she  was  willing  to  lend 
to  James.  But  her  father  said  that  putting  half  her  money  into  the 
Ford  company  was  foolish  enough  without  risking  the  other  half 
as  well.  Later,  James  gave  his  sister  shares  of  Ford  stock  for  her 
$100,  thus  treating  her  money  as  an  investment  rather  than  a  loan. 
Couzens  also  left  Malcomson's  coalyard  to  become  secretary  and 
treasurer  for  Ford. 

Two  other  important  stockholders — although  they  supplied  no 
cash — were  John  Dodge  and  Horace  Dodge,  owners  of  a  Detroit 
machine  shop.  The  Dodge  brothers  had  at  one  time  been  bicycle 
manufacturers,  but  the  bicycle  boom  had  faded  shortly  after  the 
turn  of  the  century.  Like  many  other  automobile  people,  the  Dodges 
became  acquainted  with  automobiles  through  Olds,  who  gave  them 
an  order  for  Oldsmobile  gears  in  1901.  The  Ford  company  issued 
$10,000  worth  of  Ford  stock  to  the  Dodges  on  the  condition  that 
the  Dodge  plant  should  be  equipped  to  manufacture  Ford  engines 
and  other  basic  Ford  parts.  The  brothers  did  not  have  to  put  up 
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any  cash  for  the  stock,  the  agreement  being  that  they  could  pay  for 
it  out  of  the  money  they  made  by  seUing  engines  to  Ford.  Thus  the 
Dodges  were,  in  a  sense,  presented  with  a  one-tenth  interest  in  the 
Ford  Motor  Company. 

On  the  other  hand,  the  Dodges,  in  retooHng  their  plant  to  turn 
out  Ford  parts,  were  risking  their  business  on  Ford's  future  and 
were  making  an  investment  which  Ford  was  unable  to  make  for 
himself.  Ford  might  have  preferred  to  build  his  own  engines,  but 
he  did  not  have  enough  money  to  hire  the  necessary  premises,  let 
alone  to  equip  them.  Indeed,  another  $5,000  of  Ford  stock,  issued 
"for  services  rendered,"  went  to  Albert  Strelow,  a  carpenter.  Strelow 
gave  Ford  the  right  to  use  a  part  of  his  carpentering  premises  as 
an  assembly  plant  for  the  first  Fords. 

The  only  strictly  "outside"  investors  were  C.  H.  Bennett  ($5,000) 
and  V.  C.  Frey  ($5,000).  Their  subscriptions  brought  the  technical 
capitalization  of  the  company  up  to  $100,000.  But  remember  that  the 
company's  actual  cash  was  hardly  more  than  a  quarter  of  this 
amount.  The  Dodges,  Strelow,  and  Ford  himself  got  their  stock 
for  "services,"  so  that  $50,500  of  the  original  $100,000  was  not  paid 
for  in  cash.  The  company  expected  to  collect  cash  for  the  remaining 
$49,500  of  its  stock  subscriptions,  but  only  $28,500  of  this  amount 
had  been  paid  in  when  the  first  Ford  was  built.  The  Ford  Motor 
Company  says  that  this  $28,500  was  all  the  money  that  the  company 
ever  received  from  outside  sources,  its  subsequent  growth  being 
financed  out  of  profits  realized  from  the  sale  of  Ford  cars.^ 

In  view  of  Ford's  previous  inability  to  produce  automobiles,  and 
since  the  finances  of  the  Ford  company  permitted  no  lengthy  period 
of  waiting  for  money  to  come  in,  the  Ford  Motor  Company's 
chance  of  survival  appeared  extremely  slim.  But  Ford  suddenly 
shook  off  his  production  paralysis  and  turned  out  150  cars  in  the  first 
three  months  (June-September,  1903)  of  the  company's  business 
life.  On  a  sales  income  of  about  $150,000  he  made  a  profit  of  $36,000 


*  The  stock  subscribers  took  up  the  rest  of  their  subscriptions  out  of  dividends  de- 
clared by  the  company — that  is,  out  of  money  which  the  company  itself  had  made. 
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—which  was  considerably  more  than  the  company's  paid-in  capital. 
In  its  first  fifteen  and  a  half  months  (to  the  close  of  the  fiscal  year 
ending  September  30,  1904),  the  Ford  Motor  Company  sold  1,708 
automobiles  and  made  $283,000.  There  were  several  Ford  models, 
the  most  popular  of  which  sold  for  $950. 

Ford's  sudden  emergence  as  a  production  man  on  a  scale  large 
enough  to  return  a  very  satisfactory  profit  has  caused  a  good  deal  of 
comment,  particularly  in  view  of  his  previous  failure  to  operate 
with  commercial  success.  There  was  nothing  particularly  "popular" 
about  the  early  Ford  price,  and  there  is  no  evidence  that  the  car  he 
put  on  the  road  in  1903  was  greatly  improved  over  the  previous 
experimental  machines.  The  probable  answer  is  that  by  1903  Ford 
realized  that  his  automobile  career  could  not  survive  another  failure, 
and  made  compromise  with  circumstance.  Any  car  selling  for  under 
$1,000  was  at  least  in  the  medium-priced  field.  As  for  the  imperfec- 
tions of  the  early  car,  Ford's  automobile  standards  have  always 
been  extremely  high,  and  the  1903  Ford  evidently  satisfied  the  cus- 
tomers even  if  it  may  not  have  been  satisfactory  to  its  creator.  Couz- 
ens  was  also  a  good  influence  from  a  production  standpoint,  as  he 
continually  preached  the  importance  of  getting  the  cars  into  circu- 
lation and  of  letting  improvements  come  later. 

Once  Ford  had  steeled  himself  to  risking  his  car  with  the  public, 
his  worst  hazard  was  over.  In  Michigan,  at  least,  the  automobile  was 
going  through  a  boom  period.  Detroiters  were  reaHzing  not  only 
that  the  automobile  was  creating  a  new  industry  but  that  Detroit 
was  already  becoming  the  automobile  center.  John  Anderson — 
the  Malcomson  lawyer  who  had  subscribed  to  $5,000  of  Ford  stock 
—asked  his  father  to  lend  him  the  money  to  pay  his  subscription 
in  cash,  and  wrote  the  following  enthusiastic  (but  accurate)  sum- 
mary of  the  Ford  prospects: 

Now,  the  demand  for  automobiles  is  a  perfect  craze.  Every  factory 
here  (there  are  three  including  the  Olds — the  largest  in  the  country— 
and  you  know  Detroit  is  the  largest  automobile  center  in  the  United 
States)  has  its  entire  output  sold  and  cannot  begin  to  fill  orders.  Mr. 
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Malcomson  has  already  begun  to  be  deluged  with  orders  although  not  a 
machine  has  been  put  on  the  market  and  will  not  be  until  July  i.  And 
it  is  all  spot  cash  on  delivery  and  no  guarantee  or  string  attached  of  any 
kind. 

The  Ford  company  soon  faced  the  usual  problem  of  whether  to 
continue  with  a  single  relatively  cheap  and  simple  product  or  to 
develop  a  Hne  of  larger,  more  powerful,  but  also  more  expensive 
cars.  And,  like  most  of  the  other  manufacturers  of  the  period,  it 
attempted  to  follow  both  courses  by  turning  out  one  low-priced  and 
one  high-priced  line.  In  1905,  Ford  continued  to  produce  his  $950 
car  but  also  brought  out  a  very  ambitious  six-cylinder  job  which 
sold  for  $2,800.  In  1906,  the  "light"  car  was  marked  up  to  $1,000  but 
the  "heavy"  car  was  marked  down  to  $2,000.  But  only  1,599  Fords 
were  sold  in  1906,  and  the  net  income  declined  from  $290,000  in 
1905  to  $102,000  in  1906.  There  were  two  factions  in  the  Ford  com- 
pany— a  Ford  faction  which  favored  the  low-priced  models  and  a 
Malcomson  faction  which  favored  the  high-priced  models.  With 
both  sales  and  profits  declining,  relations  between  Ford  and  Mal- 
comson became  constantly  more  strained. 

Late  in  1906,  however,  Malcomson  became  tired  of  wrangling 
with  Ford  and  sold  out  to  him.  He  priced  his  holdings — 25  V2  per 
cent  of  the  Ford  company — at  $175,000.  Ford,  whose  credit  was  now 
excellent  and  whose  cash  position  had  been  strengthened  by  Ford 
Motor  Company  dividends,  had  no  difficulty  in  raising  this  money. 
With  the  departure  of  Malcomson,  Ford  held  51  per  cent  of  the 
Ford  Motor  Company  stock  and  was  therefore,  for  the  first  time, 
the  controlling  interest  in  the  company  he  managed. 

Indeed,  Ford  came  out  of  the  1906  policy  crisis  not  with  51  per 
cent  but  with  58!^  per  cent  of  the  Ford  Motor  Company  stock.  For 
several  of  the  stockholders  who  had  come  in  with  Malcomson  also 
went  out  with  him.  Woodhall  (the  former  bookkeeper)  sold  his 
$1,000  interest  to  Ford  for  $5,000.  Bennett  and  Frey  (the  two  out- 
siders) sold  their  $10,000  interest  to  Ford  and  Couzens,  Ford  taking 
65  per  cent  and  Couzens  35  per  cent  of  the  Bennett-Frey  stock. 
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Strelow  (the  carpenter)  sold  his  $5,000  interest  to  Couzens  for 
$25,000.  Gray,  who  was  serving  as  president  of  the  company,  died 
in  1906  (Ford  becoming  president),  but  the  Gray  Estate  hung  on 
to  its  Ford  stock.  Rackham,  Anderson,  and  the  Dodges  stayed  with 
the  company;  Miss  Couzens  retained  her  $100  interest;  and  James 
Couzens,  now  the  second  largest  stockholder,  had  become  Ford's 
second  in  command.  Couzens  had  increased  his  holdings  from 
2j^  per  cent  to  11  per  cent.  He  could  usually  be  relied  upon  to  sup- 
port Ford  policies,  but  in  any  event  Ford  was  now  indisputably 
the  boss. 

Malcomson  started  his  own  automobile  company  with  the  $175,- 
000,  but  both  the  car  and  the  money  were  soon  gone.  Strelow  took 
his  $25,000  to  Canada  and  lost  it  in  a  gold  mine.  Tlie  writer  does 
not  know  what  became  of  Woodhall,  Bennett,  and  Frey.  To  con- 
demn Malcomson  and  his  group  for  selling  out  is  to  be  a  prophet 
after  the  event.  In  1927,  a  quarter-interest  in  the  Ford  company 
was  worth  about  $250,000,000 — at  least,  Hornblower  &  Weeks,  New 
York  investments  bankers,  offered  $1,000,000,000  for  the  entire  Ford 
concern — but  it  makes  little  sense  to  judge  the  events  of  1906  by  the 
position  in  1927.  In  1908^  Ford  himself  was  willing  to  sell  his  ma- 
jority interest  in  the  Ford  Motor  Company  for  $8,000,000  (see  Chap- 
ter 3). 

It  does  seem,  however,  that  Malcomson  and  his  friends  might 
have  held  out  for  a  good  deal  better  price,  even  on  the  basis  of  what 
the  company  had  already  accomplished  at  the  time  the  sales  were 
made.  Since  1903,  Ford  had  sold  about  5,000  cars,  taken  in  $4,600,- 
000,  and  made  $674,000.  The  company  had  declared  $300,000  in 
dividends — of  which  Malcomson  alone  must  have  received  $75,000. 
Ford  had,  however,  a  tremendous  capacity  for  not  inspiring  confi- 
dence. Time  and  time  again  he  came  to  a  perfectly  sound  con- 
clusion while  his  stockholders  held  their  heads  and  wondered  why 
they  had  thrown  in  their  lot  with  a  madman.  Couzens  was  the  only 
man  who  seemed  to  have  some  comprehension  of  the  fact  that 
Ford,  whatever  his  other  Hmitations,  had  usually  been  quite  correct 
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in  his  automobile  judgments.  (Even  Couzens  and  Ford  finally  fell 
out,  although  not  on  an  issue  involving  automobiles.)  Malcomson 
had  put  some  $50,000  (counting  the  bills  he  paid)  into  the  Ford 
company  and  got  about  $250,000  out  (counting  his  dividends). 
Since  he  felt  that  Ford  was  destined  to  ruin  the  company,  he  doubt- 
less thought  that  he  wsls  doing  very  well  to  get  out  of  the  Ford 
Motor  Company  with  considerably  more  than  a  whole  skin. 

Free  to  determine  his  own  price  policy.  Ford  dropped  the  high- 
priced  car  in  1907,  selling  a  $600  and  a  $700  model.  Sales  went  from 
1,599  cars  to  8,759;  receipts  from  $1,491,000  to  $5,773,000;  and  profit 
from  $102,000  to  $1,124,000.  In  1908,  however.  Ford  reinstated  the 
$2,000  car.  This  was  a  very  peculiar  action  for  the  devotee  of  low 
prices,  and  is  the  chief  reason  for  questioning  the  theory  (prevalent 
among  Ford  biographers)  that  Ford  got  his  low-price,  car-for-every- 
body  concept  through  some  form  of  revelation  back  in  the  1890's. 
In  1909,  however.  Ford  dropped  the  expensive  models  and  came 
out  with  the  Model  T.  In  its  first  year  the  Model  T,  priced  at  $950, 
with  sales  of  10,660,  led  the  industry  in  the  number  of  cars  sold, 
and  made  $3,125,000.  Seventeen  years  after  the  completion  of  his 
first  car  and  six  years  after  the  formation  of  the  Ford  Motor  Com- 
pany, Ford  had  finally  found  himself  and  was  on  his  way  toward 
leaving  the  rest  of  the  industry  far  behind  him. 

Even  the  original  Model  T  was  far  from  being  the  lowest-priced 
car  in  the  industry.  Ford  reached  his  position  as  the  great  volume- 
producer  of  the  great  low-priced  car  not  by  setting  an  initial  low 
price  and  letting  volume  accumulate,  but  by  continually  reducing 
his  prices  as  his  volume  increased.  But  that  is  another  story,  which 
belongs  to  a  later  chapter. 

The  Packard  Motor  Car  Company 

The  Oldsmobile,  the  Cadillac,  the  Buick,  and  the  Ford  were  typi- 
cal Michigan  automobiles  in  that  each  was,  at  one  time  or  another, 
at  or  close  to  the  top  in  sales  volume.  But  the  Middle  West  was  not 
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without  its  luxury  cars,  designed  for  the  wealthy  purchaser  and 
supported  not  by  sales  volume  but  by  profit  per  sale.  In  the  Packard 
Motor  Car  Company,  indeed,  Detroit  supplied  the  most  significant 
example  of  the  f5,ooo-and-up  automobile.  The  Packard  had  a 
young,  progressive,  intelligent  management;  after  1910  it  realized 
that  the  cream  had  been  skimmed  from  the  motorcar  market  and 
did  not  hesitate  to  get  itself  down  into  the  $3,500  and  later  the 
$2,500  class.  In  its  early  days,  however,  it  very  nicely  illustrated  the 
fact  that  from  an  extremely  restricted  market  a  quite  remarkable 
profit  could  result. 

The  Packard,  like  the  Buick,  does  not  owe  its  founder  much 
more  than  its  name.  The  company  was  organized  in  1901  by  James 
W.  Packard,  a  cable  manufacturer  of  Warren,  Ohio.  But  the  man 
who  determined  the  character  of  the  Packard  was  Henry  B.  Joy,  a 
wealthy  young  Detroiter  whose  father  was  chief  counsel  for  the 
Michigan  Central  Railroad. 

Shortly  after  the  appearance  of  the  first  Packards,  Joy  decided  to 
buy  an  automobile.  He  tried  to  get  one  of  the  cars  which  Ford 
was  making  for  the  Detroit  Automobile  Company,  but  Ford  calmly 
told  him  that  the  car  was  not  yet  fit  for  anybody  to  drive.  Then 
Joy  looked  at  a  (steam)  Locomobile,  but  while  the  machine  was 
getting  up  pressure  the  steam  gauge  exploded  and  sprayed  Joy  with 
hot  water  and  broken  glass.^  Finally  he  got  a  Packard  (for  $1,500) 
and  was  so  well  pleased  with  it  that  he  decided  to  finance  the  devel- 
opment of  the  car. 

Joy  went  to  Packard,  offered  to  build  him  a  Detroit  factory  and 
to  underwrite  Packard  expansion.  Packard  had  no  objection  to 
moving  to  Detroit;  he  was,  indeed,  on  the  point  of  selling  out  his 
cable  business  when  Joy  approached  him.  Joy  interested  several 
other  wealthy  Detroit  families  (including  the  Algers,  the  McMil- 
lans, and  the  Newberrys)  and  sold  them  $400,000  of  Packard  com- 
mon and  $250,000  of  Packard  notes. 

'The  Locomobile  was  first  made  as  a  steamer  under  the  Stanley  patents;  later  it 
changed  to  a  gasoline  engine. 
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Everything  was  ready  for  Packard's  move  to  Detroit — the  Detroit 
factory,  indeed,  was  already  built — when  an  odd  hitch  developed. 
Packard  had  found  a  buyer  for  his  cable  business,  but  the  sale  was 
conditional  upon  Packard  himself  staying  in  Warren  and  contin- 
uing to  make  cables.  And  Packard,  who  did  not  seem  to  have  much 
confidence  in  the  automobile  business,  accepted  these  terms  and 
remained  in  Ohio.  This  strange  desertion  left  the  Packard  without 
any  Packard  and  also  left  Joy  with  the  problem  of  producing  a  car 
which  he  had  intended  only  to  finance. 

Joy  talked  things  over  with  his  friends  and  agreed  to  go  ahead, 
provided  he  could  make  the  Packard  "the  kind  of  car  he  wanted 
to  drive,"  and  also  provided  that  his  friends  would,  if  necessary,  put 
additional  money  into  the  company.  These  conditions  were  ac- 
cepted, and  in  1904  Joy  found  himself,  unexpectedly,  the  manufac- 
turer of  an  automobile. 

For  his  first  year,  he  planned  to  build  200  cars  and  to  sell  them 
at  a  profit  of  $1,000  a  car.  There  was  nothing  fantastic  about  this 
profit  estimate.  Joy  had  priced  the  Packard  at  $5,000,  and  a  car  in 
this  price  class  was  quite  capable  of  showing  a  20  per  cent  ratio  of 
profit  to  sales.  In  1904,  however,  only  half  of  Joy's  equation  worked 
out.  He  did  turn  out  192  Packards,  but  he  had  a  $298,000  deficit 
for  the  year. 

But  Joy  and  his  associates  fed  the  company  new  money  and  went 
ahead  on  an  even  more  ambitious  scale.  In  1905,  Joy  scheduled  500 
Packards  and  produced  503.  Furthermore,  he  made  $216,000  on  the 
year.  In  1906,  he  sold  803  Packards  and  his  $721,000  profit  was  not 
far  from  his  original  estimate  of  $1,000  profit  per  sale.  Then,  in  1907, 
on  the  sale  of  1,188  Packards,  Joy  made  $1,386,000,  which  was  a 
profit  of  $1,170  per  car. 

The  Packard  formula— sell  1,000  cars  and  make  $1,000,000— was 
particularly  effective  in  the  years  between  1905  and  1910.  It  was 
easier  to  sell  expensive  cars  to  rich  people  than  to  sell  medium- 
priced  cars  to  middle-class  people,  and  you  had  to  sell  only  a  few 
cars  to  have  a  most  satisfactory  year.  And  in  the  early  years  of  the 
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century  there  were  still  such  things  as  millionaires  without  automo- 
biles, and  very  few  luxury  cars  were  being  produced.  After  1910  the 
Packard,  as  has  been  said,  reduced  its  prices  very  substantially,  but 
some  of  the  other  cars  in  the  top-price  brackets  (the  Pierce-Arrow 
is  an  example)  never  got  below  $4,000  and  continued  to  make 
money  through  the  period  of  the  First  World  War  and,  in  some 
cases,  through  the  prosperity  period  of  the  1920's.  So  much  emphasis 
has  been  placed — properly  enough — on  the  volume  production  of 
low-priced  cars  that  the  position  of  the  higher-priced  automobile 
has  often  been  overlooked.  But  there  were  many  manufacturers 
who,  though  they  never  made  as  many  as  5,000  cars  a  year,  never- 
theless had  consistently  high  earnings  almost  up  to  the  point  at 
which  the  depression  of  the  1930's  finally  shut  down  upon  them. 

The  Cars  of  1900-1908 

In  the  1900-08  period,  the  automobile  outgrew  its  horseless- 
carriage  era,  established  the  superiority  of  the  gasoline  engine  over 
electricity  and  steam,  and  swung  from  the  very  light  buggy-type 
automobile,  with  a  one-cylinder  or  two-cylinder  engine,  to  the  four- 
cylinder  and  six-cylinder  touring  car,  which  sometimes  approached 
the  proportions  of  a  land-going  battleship.  There  was  still  no  satis- 
factory self-starter,  and  except  for  a  few  very  expensive  limousines 
there  was  virtually  no  market  for  the  closed  car.  The  motorist  was 
still  a  hardy  soul  who  was  apparently  superior  to  wind  and  weather, 
although  it  was  also  true  that  the  automobile  was  not  popular  for 
winter  driving  and  many  cars  were  laid  away  during  the  winter 
months.  Hence  the  seasonal  nature  of  the  auto  business,  with  the 
bulk  of  the  output  concentrated  in  the  early  months  of  the  year. 
The  horse  and  buggy  had  been  pretty  well  displaced  as  a  medium 
of  personal  transportation,  although  the  horse  continued  to  do  most 
of  the  heavy  hauling,  very  few  motor  trucks  being  produced  before 
1910. 

The  automobile  clubs  still  flourished  and  automobile  ownership 
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remained  a  badge  of  financial  and  social  distinction,  although  cars 
no  longer  circulated  chiefly  within  the  confines  of  the  Four  Hun- 
dred. But  there  was  only  about  i  car  to  every  450  persons,  or,  more 
significandy,  about  i  car  to  every  100  families.  A  city  of  50,000  in- 
habitants was  figured  to  have  little  more  than  100  automobiles,  so 
the  car-owner  remained  a  member  of  a  highly  select  minority. 

On  the  other  hand,  everyone  was  now  automobile-conscious,  and 
the  horse  no  longer  had  any  friends.  Popular  interest  centered  upon 
motorcar  performance;  most  of  the  automobile  news  of  the  period 
dealt  with  races,  cross-country  endurance  tests,  and  hill-climbing. 
All  the  hills  in  the  country  were  climbed  at  least  once,  and  the  more 
important  summits  were  "conquered"  so  frequendy  that  they  must 
have  felt  like  hanging  out  a  white  flag  whenever  an  automobile 
approached.  Inasmuch  as  the  races  were  nearly  always  won  by  for- 
eign automobiles — particularly  the  Mercedes — and  since  the  average 
motorist  must  have  found  it  very  rarely  necessary  to  scale  Pikes 
Peak,  the  emphasis  upon  records  of  one  sort  or  another  now  seems 
artificial.  But  it  was  necessary  for  the  automobile  manufacturer  to 
keep  proving  that  his  cars  could  go  "a  mile  a  minute"  because  the 
period  in  which  they  had  not  been  too  certain  to  go  a  mile  an  hour 
was  still  well  remembered.*  Since  1900,  the  automobile  engineer  had 
made  tremendous  improvements  in  the  speed,  the  power,  and  the 
reliability  of  the  gasoline  engine;  the  endless  succession  of  new 
speed  and  endurance  records  gave  the  public  a  dramatic  demon- 
stration of  new  standards  of  performance,  and  these  were  still  sub- 
ject to  revision  upward. 

Automobile  output  was  Umited  not  only  by  the  capacity  of  the 
industry  but  also  by  the  large  and  rapid  increase  in  the  prices  of 
automobiles.  DecHnes  in  the  output  of  individual  manufacturers 
(declines  which  have  been  mentioned  in  the  discussion  of  the  Olds- 
mobile,  the  Cadillac,  and  the  Ford  companies)  resulted  partly  from 

*Ford,  who  built  racing  cars  to  advertise  his  standard  product,  drove  a  Ford 
racer  at  better  than  a  mile  a  minute  in  1899.  In  1905  a  120  horsepower,  eight- 
cylinder  Mercedes  made  a  mile   in  34^5    seconds. 
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the  fact  that  the  total  automobile  output  was  being  divided  among 
an  increasing  number  of  manufacturers,  but  the  high  cost  of  auto- 
mobiles was  also  a  limiting  factor  in  sales.  At  the  beginning  of  the 
century,  the  average  automobile  price  was  between  |i,ooo  and 
$1,200.  In  1908,  the  average  ranged  from  $2,800  to  $3,000.  The  car 
of  1908  therefore  cost  almost  three  times  as  much  as  the  car  of  1900. 
The  writer's  estimate  of  the  retail  value  of  the  1900  automobile 
output  is  about  $4,000,000.  The  retail  value  of  the  1908  car  was  in 
the  neighborhood  of  $200,000,000 — and  $200,000,000  was  a  sizable 
investment  for  the  1908  public  to  make  in  a  commodity  that  was 
not  yet  regarded  as  a  necessity  of  life. 

The  following  table  shows  the  annual  automobile  output  (includ- 
ing Canada)  for  the  first  eight  years  of  the  twentieth  century: 

Automobile    Output,  i  900-1908 

1900   4,192 

1901   7,000 

1902  9,000 

1903 ii»235 

1904  22,130 

1905 24,250 

1906    33j200 

1907  43,000 

1908  63,500 

On  the  reckless  assumption  that  all  the  cars  made  since  the  begin- 
ning of  1903  were  still  in  operation  at  the  end  of  1908,  there  were  a 
few  less  than  200,000  automobiles  in  the  United  States  at  the  close 
of  the  1908  season.  Since  the  population  of  the  United  States  had 
increased  from  76,000,000  in  1900  to  89,000,000  in  1908,  nature  was 
providing  a  good  many  more  potential  car-owners  than  the  auto 
manufacturer  was  providing  cars  for  them.  But  before  the  automo- 
bile could  be  sold  to  more  than  a  microscopic  portion  of  its  potential 
customers,  two  developments  were  necessary.  In  the  first  place,  there 
had  to  be  an  increase  in  the  purchasing  power  of  the  people.  In  the 
second  place,  there  had  to  be  a  reduction  in  the  price  of  the  cars. 
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Monopoly  and  Merger  19054910 

THE  automobile  was  born  competitively  and  operated  competi- 
tively; a  large  part  o£  the  industry  has  died  competitively.  No 
other  industry  of  comparable  importance,  and  particularly  no  other 
industry  in  which  a  few  large  corporations  have  produced  the  bulk 
of  the  output,  has  remained  as  individualistic,  as  independent,  as 
true  to  the  tenets  of  Adam  Smith  capitalism.  Yet  there  was  a  period 
during  which  the  automobile  industry  threatened  to  develop  into  a 
patent  monopoly,  and  even  the  early  years  of  the  automobile  pro- 
duced two  sweeping  examples  of  the  urge  to  combine. 

The  Selden  Patent 

In  the  discussion  of  Hiram  Maxim's  early  experiments,  it  has 
been  said  that  Maxim  was  unacquainted  with  the  work  of  his  prede- 
cessors in  the  field.  One  important  item  of  early  auto  history  of 
which  Maxim  was  ignorant  was  the  fact  that  in  1879  a  Rochester, 
New  York,  patent  lawyer  named  George  Baldwin  Selden  had  ap- 
plied for  a  patent  which  appeared  to  cover  any  self-propelled  vehicle 
in  which  gasoline  was  the  source  of  power.  Duryea,  Ford,  Haynes, 
and  other  auto-builders  of  the  1890's  seem  to  have  been  equally 
unaware  of  Selden's  activities. 

There  was  no  question  about  Selden's  priority  in  the  field.  In 
1879  even  the  Otto  engine  was  almost  unknown  in  this  country, 
the  prevailing  type  at  that  time  being  a  two-cycle  engine  of  which 
Joseph  Brayton  was  the  foremost  exponent  in  the  United  States. 
Bray  ton  exhibited  his  engine  at  the  Centennial  of  1876  and  there 
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Selden  saw  the  engine  and  talked  with  its  inventor.  From  this  meet- 
ing Selden  conceived  the  idea  that  the  gasoUne  engine  could  be  ap- 
plied to  transportation.  In  1879  he  sent  the  United  States  Patent 
Office  his  plans  and  specifications  for  an  automobile,  together  with 
a  model — not  of  a  complete  machine,  but  of  a  sufficient  number  of 
working  parts  to  convince  the  Patent  Office  that  his  contrivance 
could  move  under  its  own  power.  There  seems  to  have  been  no 
reason  why  Selden  could  not  have  secured  his  patent  in  1879. 

But  Selden  was  in  no  hurry  to  get  his  patent  issued.  He  kept  the 
application  alive  but  ungranted  by  continually  making  changes  in 
his  specifications  and  in  his  claims  as  to  what  the  patent  covered. 
Every  time  he  made  one  of  his  changes,  the  Patent  Office  had  to 
reconsider  the  legitimacy  of  his  application,  and  after  each  new 
claim  was  either  refused  or  conceded,  Selden  had  another  two  years 
in  which  to  take  his  patent  out.  By  these  time-consuming  tactics, 
Selden  kept  his  patent  in  a  pending  condition  for  no  less  than 
fifteen  years;  it  was  finally  issued  in  1895.  As  the  patent  was  good 
for  seventeen  years,  Selden  apparently  had  a  monopoly  on  the  auto- 
mobile from  1895  to  1912. 

Selden  never  manufactured  any  automobiles  and  never  made 
even  an  experimental  car.  He  did  attempt  to  raise  capital  for  an 
automobile  company,  but  nobody  wanted  to  take  any  chances  on 
him,  especially  since  he  had  nothing  but  a  blueprint  with  which  to 
demonstrate  his  idea.  Because  Selden  never  built  an  automobile, 
because  he  was  a  patent-law  expert,  and  particularly  because  he  had 
apparently  done  his  best  to  delay  the  issuance  of  his  patent,  it  is  the 
general  opinion  that  Selden  was  more  interested  in  the  automobile 
patent  than  in  the  automobile. 

For  the  difference  between  the  date  on  which  the  patent  was  ap- 
plied for  and  the  date  on  which  it  was  issued  made  a  tremendous 
difference  in  its  value.  Had  the  patent  been  granted,  in  1879,  it 
would  have  expired  in  1896.  Selden  might  have  sued  Duryea,  Ford, 
and  Haynes  for  patent  infringement,  but  as  no  gasoline-automobile 
sales  had  taken  place  by  1896,  there  was  no  automobile  industry 
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from  which  to  exact  damages  on  collect  royalties.  But  a  patent 
which  was  not  issued  until  1895  created  an  entirely  different  situa- 
tion. This  patent  did  not  expire  until  1912.  From  1895  through  1912 
more  than  1,000,000  automobiles  were  manufactured  in  the  United 
States.  If  the  Selden  patent  was  vaUd,  every  one  of  these  automo- 
biles was  apparently  an  infringement  on  it.  So  the  possibilities  in 
the  way  of  damages  or  royalties  were  almost  unlimited.  Selden  was 
so  far  in  advance  of  the  auto  industry  that  a  patent  issued  in  1879 
would  have  been  of  virtually  no  value.  The  delay  in  issuing  the 
patent  permitted  the  industry  to  catch  up  with  the  inventor,  and 
made  Selden  a  potential  monopolist  in  a  large  and  a  rapidly  grow- 
ing field. 

Selden  was  presumably  acquainted  with  the  development  of  the 
gasoline  automobile  in  the  1890's,  but  took  no  steps  to  enforce  his 
patent  rights.  In  1899,  however,  Colonel  Pope  bought  the  patent 
from  Selden,  agreeing  to  share  with  him  any  royalties  that  might 
be  collected  (see  page  42).  As  the  Colonel  had  gone  into  the  Elec- 
tric Vehicle  Company  by  1900,  it  was  under  the  auspices  of  that 
company  that  the  first  Selden  patent  suit  was  filed.  This  sponsor- 
ship did  not  do  the  Selden  patent  any  good  from  the  standpoint  of 
public  opinion.  As  an  individual  inventor  fighting  the  auto  manu- 
facturers, Selden  might  have  aroused  popular  sympathy.  But  the 
Electric  Vehicle  group  already  had  a  bad  reputation  as  traction 
monopolists,  and  when  they  attempted  to  monopolize  the  auto  in- 
dustry the  auto-maker  was  the  popular  favorite  in  the  resulting 
conflict. 

The  Electric  Vehicle  Company,  however,  won  the  first  round. 
In  November,  1900,  it  sued  the  Winton  Company  for  patent  in- 
fringement and  won  a  decision  in  a  United  States  District  Court. 
In  1903,  a  majority  of  the  auto-makers  formed  the  Association  of 
Licensed  Automobile  Manufacturers — licensed  by  the  Electric  Ve- 
hicle Company — to  make  automobiles  under  the  Selden  patent. 
The  Hcensees  were  to  pay  lY^  per  cent  of  the  retail  value  of  their 
automobiles  to  the  Electric  Vehicle  Company.  As  the  retail  value  of 
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the  automobiles  produced  in  1903  was  about  $17,000,000,  the  royalty 
for  this  year  came  to  some  $212,000. 

But  the  Electric  Vehicle  Company  (and  Selden)  never  collected 
the  full  amount  of  the  royalties  to  which  they  considered  themselves 
entitled.  Many  manufacturers,  including  Henry  Ford,  denied  the 
validity  of  the  Selden  patent  and  continued  to  make  automobiles 
without  paying  royalties  on  them.  Furthermore,  the  members  of  the 
Association  of  Licensed  Automobile  Manufacturers  decided  that  a 
iVi  per  cent  royalty  was  too  high,  and  succeeded  in  getting  the 
Electric  Vehicle  Company  to  pay  two-fifths  of  the  royalty  back  to 
the  treasury  of  the  A.L.A.M.  itself.  Later,  the  royalty  was  reduced 
to  j^  of  I  per  cent  of  the  retail  value  (with  the  rebate  still  in  force) 
and  finally  Electric  Vehicle  agreed  to  accept  an  annual  payment  of 
$150,000,  the  remainder  of  the  royalties  being  paid  to  the  A.L.A.M. 

Either  the  Electric  Vehicle  people  had  a  low  opinion  of  the  Selden 
patent  or  they  were  afraid  to  prosecute  their  rights  under  it,  as  they 
settled  for  what  was  hardly  more  than  a  nominal  sum.  (You  will 
remember  that  the  Electric.  Vehicle  Company,  despite  its  royalty  in- 
come, went  into  receivership  in  1907.)  And  the  struggle  which  still 
centered  around  the  Selden  patent  now  took  an  entirely  different 
turn.  The  contest  was  no  longer  between  the  Electric  Vehicle  Com- 
pany and  the  automobile  industry,  but  between  the  members  of  the 
Association  of  Licensed  Automobile  Manufacturers  and  those  manu- 
facturers, headed  by  Ford,  who  refused  to  become  members  of  that 
association.  There  was  also  more  than  a  matter  of  royalties  involved. 
The  A.L.A.M.  reserved  the  right  to  refuse  membership  to  any 
manufacturer  of  whom  it  did  not  approve.  It  was  therefore  possible 
that  the  A.L.A.M.  members  might  use  the  Selden  patent  to  reduce 
competition  by  refusing  admission  to  new  auto  manufacturers  or 
by  blackballing  manufacturers  who  had  not  already  become  mem- 
bers. This  menace  was  not  merely  theoretical;  A.L.A.M.  members 
were  talking  about  barring  Ford  from  the  industry,  on  the  ground 
that  he  did  not  manufacture  automobiles  but  merely  assembled 
them.  This  fine  distinction  would  have  outlawed  several  members 
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of  the  A.L.A,M.  itself,  but  the  argument  was  becoming  heated  and 
no  holds  were  being  barred. 

In  October,  1903,  the  Electric  Vehicle  Company  (now  practically 
the  A.LA.M.'s  agent)  brought  suit  against  C.  A.  Duerr  &  Com- 
pany, Ford's  New  York  distributor.  There  followed  six  years  of 
legal  wrangling,  during  which  thirty-six  volumes  of  testimony  were 
taken.  In  September,  1909,  a  decision  was  handed  down  which  up- 
held the  Selden  patent  in  every  particular  and  apparently  left  the 
Association  of  Licensed  Automobile  Manufacturers  in  complete  pos- 
session of  the  field.  Ford  was  in  an  extremely  uncomfortable  posi- 
tion. He  was  just  getting  into  volume  production,  but  back  royal- 
ties, to  say  nothing  of  damages,  would  have  amounted  to  a  very 
large  sum.  And  even  if  he  conceded  the  validity  of  the  Selden 
patent,  the  A.L.A.M.  might  refuse  him  permission  to  manufacture 
under  it.  ! 

Ford  appealed  the  decision  and  continued  to  manufacture  the 
Model  T  without  royalty  payments.  The  A.L.A.M.  published  ad- 
vertisements warning  every  potential  Ford  purchaser  that  in  buy- 
ing a  Ford  he  might  be  buying  a  lawsuit  with  it.  Ford  replied  by 
offering  with  every  automobile  a  bond  to  cover  whatever  damages 
the  A.L.A.M.  might  be  able  to  collect  from  the  purchaser.  The  pub- 
lic was  almost  unanimously  behind  Ford,  and  bought  the  Model  T 
in  large  numbers.  From  a  legal  standpoint,  however,  the  Ford 
Motor  Company  looked  to  be  in  a  very  bad  way. 

In  January,  191 1,  the  situation  was  completely  and  finally  re- 
versed. A  United  States  Circuit  Court  of  Appeals  ruled  that  al- 
though the  Selden  patent  was  valid,  it  covered  only  the  two-cycle 
(Brayton-type)  engine  and  was  not  applicable  to  automobiles  which 
used  a  four-cycle  (Otto  type)  engine.  Since  only  one  American 
automobile  was  powered  with  a  two-cycle  engine,^  the  Selden  patent 
covered  practically  nothing,  and  the  confirmation  of  its  validity  was 
of  no  significance.  The  decision  completely  reversed  the  ruling  of 

*The  Elmore,  a  not  very  important  automobile  the  manufacture  of  which  was 
soon  discontinued. 
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the  lower  court  and  left  Ford  (and  a  few  fellow  holdouts)  free  to 
manufacture  without  permission  from  Selden,  Electric  Vehicle,  or 
the  Association  of  Licensed  Automobile  Manufacturers. 

Selden,  at  the  time  of  his  death  in  1923  a  partner  in  a  Roches- 
ter truck  manufacturing  company,  was  much  embittered  by  the 
decision,  and  to  his  last  day  maintained  that  the  rewards  of  his  in- 
ventive genius  had  been  snatched  unjustly  from  him.  Doolittle  says 
in  The  Romance  of  the  Automobile  Industry  that  Selden  got  about 
$200,000  of  the  royalties  collected  by  Electric  Vehicle.  As  the  "art" 
of  making  automobiles  certainly  owes  nothing  to  Selden,  and  as 
the  delay  in  issuing  the  patent  appears  to  have  been  caused  by  Sel- 
den himself,  his  $200,000  reward  would  seem  to  be  quite  adequate. 

Yet  to  many  manufacturers  of  cars  (and  to  many  lawyers)  the 
reasoning  back  of  the  Court  of  Appeal's  decision  was  obscure.  Sel- 
den was  not  trying  to  get  a  patent  on  an  engine.  His  plans  did  call 
for  a  two-cycle  engine,  since  in  1879  he  did  not  know  that  a  four- 
cycle engine  had  been  made.  But  his  claim  (which  was  allowed  by 
the  Patent  Office)  covered  "any  vehicle  propelled  by  a  hydrocarbon 
engine  with  disconnecting  device  between  the  driving  engine  and 
the  vehicle  and  having  a  receptacle  for  liquid  fuel."  This  sweeping 
statement  apparently  included  any  automobile  that  used  gasoline 
and  was  equipped  with  a  clutch  and  a  tank. 

The  Otto  engine  was,  however,  in  common  use  by  the  time  Sel- 
den got  his  patent,  and  Selden  was  aware  of  its  existence  even 
before  1895.  But  Selden  did  not  think  that  the  Otto  engine  was  any 
good.  In  his  diary  (which  was  introduced  as  evidence  in  the  trial) 
he  referred  to  the  Otto  engine  as  "another  of  those  damned  Dutch 
engines."  This  bit  of  sheer  prejudice  undoubtedly  made  a  large  con- 
tribution to  Selden's  defeat. 

There  was  another  element  in  the  situation  which,  while  given 
no  official  recognition,  may  well  have  been  the  decisive  factor.  The 
Selden  case  was  decided  in  191 1,  at  the  very  height  of  the  trust-bust- 
ing movement  directed  against  the  monopolies  or  near-monopolies 
of  the  day.  The  dissolution  of  the  Standard  Oil  Company  of  New 
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Jersey  was  ordered  on  May  5,  191 1,  and  die  dissolution  of  the  Ameri- 
can Tobacco  Company  on  May  29  of  the  same  year.  MonopoUes 
were  decidedly  unpopular  at  the  time  of  the  Selden  decision,  and 
the  verdict  in  favor  of  free  competition  was  altogether  in  keeping 
with  the  spirit  of  the  time. 

Thus  the  only  attempt — a  rather  half-hearted  attempt — at  mo- 
nopoly in  the  automobile  industry  ended  in  failure,  its  chief  result 
having  been  a  tremendous  amount  of  free  advertising  for  Ford. 
After  the  Selden  decision,  the  Association  of  Licensed  Automobile 
Manufacturers  disbanded,  but  its  members  organized  the  National 
Automobile  Chamber  of  Commerce,  which  sponsors  the  automo- 
bile show  held  annually  in  New  York.  Ford,  however,  has  never 
joined  the  Chamber  and  has  never  exhibited  at  the  show.  The 
Selden  case  also  led  to  a  cross-Hcensing  patent  agreement  among 
auto  manufacturers  and  to  the  standardization  of  many  auto  parts 
that  were  common  to  nearly  every  machine. 


General  Motors 

While  the  Selden  suit  was  still  being  argued,  the  auto  industry 
was  developing  a  movement  not  toward  monopoly  but  toward 
merger.  The  chief  figures  in  this  movement  were  Durant  and 
Briscoe.  It  is  not  likely  that  either  of  them  had  any  ambition  to 
monopolize  the  automobile  business,  or  even  to  stabilize  it  in  the 
sense  that  the  steel  industry  had  been  stabilized  through  the  forma- 
tion of  United  States  Steel.  The  motorcar  industry  was  still  in  its 
formative  period,  with  new  companies  springing  up  overnight. 
Most  of  them,  to  be  sure,  went  up  hke  the  rocket  and  down  hke 
the  stick,  but  there  was  always  the  possibility  that  another  Ford, 
another  Durant,  or  another  Leland  might  appear. 

Durant  and  Briscoe  were  interested  in  mergers  from  a  protective 
rather  than  from  an  aggressive  standpoint.  It  was  a  reasonable  con- 
clusion that  the  automobile  was  in  a  period  of  growth,  and  that  the 
total  output  of  the  industry  would  constantly  increase.  Yet  no  in- 
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dividual  automobile  company  had  any  assurance  of  continued  pros- 
perity. The  Olds  company,  for  instance,  was  already  going  into  a 
premature  decline,  and  no  auto-maker  could  forecast  with  any 
certainty  his  sales  for  any  coming  season.  Yet  few  manufacturers 
had  money  enough  to  survive  even  one  unsuccessful  year.  The 
manufacturer  was  nearly  always  running  a  dead  heat  with  his 
creditors,  and  at  any  moment  an  unattractive  Buick  body  or  a  balky 
Maxwell  engine  might  send  Durant  or  Briscoe  to  join  the  already 
numerous  company  of  men  who  had  at  one  time  been  engaged  in 
the  business  of  making  automobiles. 

But  if  a  manufacturer  had  two  automobiles,  it  was  not  likely  that 
both  would  be  selling  failures  in  the  same  year.  And  the  manufac- 
turer with  three  or  more  cars  might  consider  himself  well  protected 
from  the  fluctuations  in  the  public's  taste.  The  theory  that  there  was 
safety  in  numbers  was  later  shown  to  be  more  plausible  than  sound, 
but  both  Durant  and  Briscoe  were  ardent  exponents  of  it.  And  Du- 
rant at  least  was  a  born  manipulator,  who  found  great  pleasure — 
and  profit — in  making  a  chessboard  of  the  auto  industry  and  ar- 
ranging the  companies  in  combinations  of  his  design. 

Early  in  1908,  Durant  and  Briscoe  planned  to  merge  not  merely 
Durant's  Buick  and  Briscoe's  Maxwell,  but  to  include  also  the  Reo 
and  the  Ford.  Both  Olds  and  Ford  were  well  disposed  toward  the 
merger,  and  the  negotiators  had  even  reached  a  tentative  agreement 
as  to  how  the  stock  in  the  new  company  should  be  distributed. 
Then  Ford  unexpectedly  demanded  a  $3,000,000  cash  payment,  and 
when  Olds  found  that  Ford  was  not  satisfied  to  accept  securities 
alone,  he  also  wanted  $3,000,000  cash  for  Oldsmobile.  Durant  and 
Briscoe  might  have  laid  hands  on  $3,000,000,  but  $6,000,000  was  alto- 
gether beyond  them,  and  the  deal  fell  through. 

Then  Durant  and  Briscoe  set  about  merging  the  Buick  and  the 
Maxwell.  J.  P.  Morgan  &  Company  (which  had  put  $100,000  into 
the  Maxwell)  agreed  to  underwrite  $500,000  of  the  $1,000,000  at 
which  the  new  company  was  to  be  capitaHzed.  Negotiations  pro- 
ceeded smoothly  until  Francis  L.  Stetson,  the  Morgan  lawyer  who 
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was  handling  the  legal  matters  involved,  said  that  he  had  no  assur- 
ance that  the  Buick  stockholders  v^ould  approve  the  merger.  Durant 
replied  that  although  no  formal  announcement  of  the  proposed  con- 
soHdation  had  been  made  to  Buick  stockholders,  he  could  neverthe- 
less guarantee  their  consent.  Then  Stetson  said  that  a  considerable 
amount  of  Buick  stock  had  changed  hands  while  the  merger  was 
being  discussed,  and  suggested  that  Buick  stockholders  who  had  re- 
cently sold  their  stock  be  allowed  to  buy  it  back,  since  they  had  pre- 
sumably sold  it  without  knowing  that  a  merger  was  being  planned. 

At  this  point  the  relations  between  Durant  and  Stetson  became 
definitely  strained.  What  Stetson  was  hinting  at  was  that  Durant 
had  been  buying  Buick  stock  for  himself  without  letting  the  Buick 
stockholders  in  on  the  merger  plan.  If  the  merger  was  agreed  upon, 
Buick  stock — or  its  equivalent  in  shares  of  the  new  company — 
would  presumably  have  a  greatly  increased  value.  Durant  told  Stet- 
son that  he  (Durant)  was  acting  on  the  advice  of  his  lawyer  and 
would  continue  so  to  act.  Stetson  said  that  under  such  circumstances, 
J.  P.  Morgan  &  Company  was  no  longer  interested  in  the  consolida- 
tion. Durant  tried  to  get  Briscoe  to  proceed  without  Morgan's  ap- 
proval, but  Briscoe  valued  his  big  Wall  Street  connection  too  highly 
to  jeopardize  it. 

So  Durant  went  ahead  on  his  own  account,  and  was  soon  suc- 
cessful in  arranging  a  major  consolidation.  In  September,  1908, 
Durant  incorporated  the  General  Motors  Company  with  a  capitaliza- 
tion of  $12,500,000.  General  Motors  then  issued  $1,249,250  of  its 
common  stock  and  $2,499,500  of  its  preferred  stock  in  exchange  for 
all  the  stock  in  the  Buick  company.  So  far,  to  all  practical  purposes, 
nothing  had  happened  except  that  the  Buick  had  a  new  name  and 
that  the  new  company  had  about  $9,000,000  of  stock  to  use  for  trad- 
ing purposes. 

But  then  Durant  went  out  into  the  highways  and  byways  and  be- 
gan picking  up  automobile  and  auto-parts  companies  in  return  for 
as  little  cash  as  was  possible  and  as  much  General  Motors  stock  as 
seemed  desirable.  In  a  little  more  than  a  year's  time  he  had  acquired 
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eleven  automobile  companies  and  six  manufacturers  of  accessories 
and  parts.  Most  of  these  properties  were  of  very  little  value,  but 
most  of  them  v^ere  picked  up  Wii\\  the  expenditure  of  little,  if  any, 
cash.  Durant  came  out  with  a  wonderful  paper  organization,  but 
many  of  his  acquisitions  were  not  merely  doubtful  assets  but  actual 
liabilities,  as  they  constituted  a  steady  drain  upon  the  resources  of 
the  new  concern. 

But  Durant  was  not  interested  solely  in  cats  and  dogs.  He  got  the 
Cadillac,  the  Oldsmobile,  and  the  Oakland,  and  he  came  close  to 
getting  the  Maxwell  and  the  Ford.  The  Cadillac,  as  we  have  seen, 
was  a  prosperous  company — much  too  prosperous  to  sell  itself  for 
nothing  more  tangible  than  General  Motors  stock.  When  Leland 
was  first  approached  by  Durant,  he  gave  Durant  a  ten-day  option 
to  buy  the  Cadillac  for  $3,500,000.  Durant  went  off  to  raise  the 
money  and  did  not  return  for  six  months.  The  Cadillac  had  been 
doing  well  in  the  meantime,  and  Leland  raised  his  price.  He  gave 
Durant  another  ten-day  option,  this  time  at  $4,125,000.  Again  the 
option  lapsed,  and  again  Leland  increased  his  figure.  When  Durant 
was  ready  (in  July,  1909)  to  deal  on  a  cash  basis,  the  Cadillac  cost 
him  $4,500,000  plus  2,750  shares  of  General  Motors  preferred. 

Yet  the  Cadillac  was  cheap  at  the  price— so  cheap  that  it  is  hard 
to  see  why  Murphy  and  the  other  Cadillac  backers  let  their  prop- 
erty go  for  such  an  amount.  You  will  remember  that  the  Cadillac 
made  nearly  $2,000,000  in  1908.  Thus  the  Cadillac  was  annually 
earning  40  per  cent  of  its  purchase  price.  Had  Durant  paid  $20,000,- 
000  for  the  Cadillac,  his  return  would  still  have  been  at  the  rate  of 
10  per  cent  a  year;  at  $4,500,000  the  company  was  indeed  a  bargain. 
Bankers  have  been  frequently — and  not  always  justly — criticized  for 
their  failure  to  underwrite  early  auto  companies,  but  the  motorcar 
manufacturers  themselves  commonly  had  Httle  capacity  to  visualize 
the  future  earning  power  of  their  cars.  Incidentally,  the  proprietors 
of  the  second-  and  third-rate  automobile  companies  who  gladly  ex- 
changed their  doubtful  assets  for  large  chunks  of  General  Motors 
stock  eventually  got  more  out  of  the  deal  than  the  Cadillac  owners 
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who  held  out  for  what  was  primarily  a  cash  payment.  But  this  cir- 
cumstance is  no  reflection  on  Murphy  and  Leland;  the  sellers  of  the 
other  companies  accepted  stock  only  because  they  were  not  in  a  po- 
sition to  demand  cash. 

Having  got  the  Cadillac,  Durant  next  went  after  the  Ford.  And 
Ford — for  once  uncertain  of  his  future — was  willing  to  sell  out  for 
$8,000,000.  Remembering  that  1909  was  the  birth  year  of  Model  T 
and  that  the  Ford  Motor  Company,  with  Ford  in  control  of  it,  was 
on  the  threshold  of  its  brilliant  career,  Ford's  judgment  in  1909  does 
not  seem  much  better  than  Malcomson's  had  been  in  1907.  But  Ford 
had  just  lost  the  lower-court  decision  in  the  Selden  case  and  was, 
not  unreasonably,  in  a  discouraged  state  of  mind.  But  he  was  not 
at  all  interested  in  trading  his  company  for  a  batch  of  Durant's 
securities;  he  insisted  upon  getting  his  $8,000,000  in  cash.  And  at 
this  point  the  banking  fraternity  did  exercise  remarkably  bad  judg- 
ment, for  Durant  could  find  no  one  who  would  lend  him  the 
$8,000,000  necessary  to  buy  the  Ford.  So  the  Ford  company  re- 
mained unpurchased  and  the  opportunity  never  came  again.  By 
191 1,  with  the  Selden  suit  decided  in  Ford's  favor  and  with  profits 
accumulating  at  the  rate  of  $7,288,000  for  the  year,  the  Ford  com- 
pany was  off  the  market  for  good  and  all.  It  should  be  remembered, 
however,  that  Ford  probably  would  not  have  worked  for  Durant 
(or  for  anybody  else),  and  what  a  Fordless  Ford  Motor  Company 
might  have  done  as  a  General  Motors  division  is  a  purely  specula- 
tive subject. 

Durant  had  another  discouraging  experience  with  bankers  when 
he  tried  to  buy  the  Maxwell  from  Briscoe.  Briscoe,  who  had  much 
of  Durant's  enthusiasm  about  the  future  of  the  automobile  business, 
was  willing  to  swap  the  Maxwell  for  General  Motors  stock.  But  his 
Morgan  connections  advised  him  to  hold  out  for  $2,000,000  cash, 
and  Briscoe  mistakenly  took  their  advice.  Durant  could  not  raise 
the  $2,000,000,  so  General  Motors  passed  the  Maxwell  by. 

When  it  came  to  companies  which  could  be  acquired  for  General 
Motors  stock,  Durant  made  excellent  progress.  He  had  plenty  of 
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General  Motors  stock  and  could  always  print  more  when  necessary. 
He  got  the  Oldsmobile  for  only  $17,125  in  cash  plus  $1,827,000  in 
General  Motors  preferred  and  $1,195,000  in  General  Motors  com- 
mon. S.  L.  Smith  got  nearly  two-thirds  of  the  18,270  preferred  shares 
and  nearly  all  of  the  11,950  common  shares,  in  return  for  the  $1,000,- 
000  which  Oldsmobile  owed  him.  In  less  than  five  years,  Smith's 
common  stock  alone  had  a  market  value  of  more  than  $6,000,000, 
so  the  industry's  first  notable  entrepreneur  did  very  well  for  himself 
in  the  long  run. 

The  Oldsmobile  was  in  sickly  condition  when  Durant  bought  it, 
and  judging  from  its  output  statistics  it  remained  sickly  for  a  good 
many  years  to  come.  Another  car  which  eventually  made  money 
for  General  Motors,  but  amounted  to  little  when  Durant  got  it,  was 
the  Oakland.  The  Oakland  company,  founded  in  1907  and  pur- 
chased in  1909,  had  made  only  278  cars  in  1908.  None  of  the  other 
automobile  acquisitions  (Marquette,  Cartercar,  Elmore — this  was 
the  two-cycle  automobile  mentioned  in  the  Selden  discussion — ^Re- 
liance, Northway,  Ewing,  and  Welch)  lasted  for  more  than  a  few 
years.  Most  of  the  parts  and  accessory  companies  were  equally  un- 
able to  support  the  burden  of  existence,  and  while  they  lasted  they 
ate  up  General  Motors  money  in  large  amounts.  Durant  had  two 
excellent  cars — the  Buick  and  the  Cadillac;  one  car,  the  Oldsmobile, 
which  at  least  had  a  wide  reputation;  and  one  car,  the  Oakland, 
which  General  Motors  itself  finally  made  successful.  He  also  had 
about  20  per  cent  of  the  total  1909-10  output,  together  with  facilities 
for  making  a  good  many  of  his  parts. 

One  of  the  accessory  group,  the  Heany  Lamp  Company,  was 
such  a  bad  buy  that  even  Durant's  weakness  for  leaping  before  he 
looked  hardly  explains  its  acquisition.  Heany  was  an  inventor  who 
had  applied  for  a  patent  on  an  improved  automobile  headlight.  The 
vaUdity  of  the  patent  was  disputed  by  no  less  formidable  a  disputant 
than  the  General  Electric  Company.  Before  the  Heany  company 
was  sold  to  Durant,  Heany,  together  with  his  lawyer  and  a  clerk  in 
the  Patent  Office,  had  stood  trial  for  having  tampered  with  the 
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Heany  patent  application  to  give  it  a  false  priority.  Heany  was  ac- 
quitted, but  the  lawyer  and  the  clerk  went  to  jail. 

It  was  two  years  after  this  scandal,  with  General  Electric  still 
fighting  the  Heany  patent,  that  Durant  gave  for  the  Heany  com- 
pany 11,100  shares  of  General  Motors  preferred  and  59,000  shares 
of  General  Motors  common.  These  securities  were  more  than  one- 
fourth  of  the  outstanding  capital  of  General  Motors  (which  had 
been  increased  to  $25,000,000),  and  at  their  par  value  were  worth 
more  than  Durant  had  given  for  the  Buick  and  the  Oldsmobile  to- 
gether. The  Patent  Office  soon  threw  out  the  Heany  application. 
General  Motors  abandoned  its  attempt  to  make  Heany  lamps,  and 
the  Heany  assets  proved  to  have  no  value  whatsoever. 

Yet  Heany — and  the  other  stockholders  in  the  Heany  company— 
of  course  retained  their  General  Motors  securities,  the  ownership  of 
which  was  not  affected  by  the  worthlessness  of  the  Heany  patent. 
Lawrence  Seltzer  has  calculated  that  between  1910  and  1927  General 
Motors  paid  $50,000,000  in  dividends  on  the  stock  given  for  the 
Heany  company  and  that  in  1927  this  stock  had  a  market  value  of 
$320,000,000.^ 

With  all  its  imperfections  on  its  head,  however.  General  Motors 
was  nevertheless  an  immediate  success  from  the  standpoint  of  op- 
erating profits.  In  its  first  twelve  months  (year  ending  September 
30,  1909)  General  Motors  sold  30,981  cars  at  a  profit  of  $9,114,000.  It 
had,  as  has  been  said,  about  one-fifth  of  the  total  output  of  the  in- 
dustry, and  if  Durant  had  been  nearly  as  good  an  administrator  as 
he  was  a  promoter.  General  Motors  might  have  taken  a  command- 
ing position  in  the  industry  some  fifteen  years  before  it  finally  did 
realize  its  potentialities. 

But  Durant  was  neither  a  production  man  nor  an  organization 
man.  He  was  correct  in  his  ideas  about  the  future  of  the  automobile, 
but  he  was  quite  wrong  about  the  immediate  future.  The  automo- 
bile market  was  expanding,  but  it  was  not  expanding  nearly  as  rap- 
idly as  Durant.  In  1910,  General  Motors  sold  39,000  automobiles,  an 

'Financial  History  of  the  Automobile  Industry,  Houghton  Mifflin,  1928. 
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increase  of  about  9,000  over  the  previous  year.  Its  dollar  income 
went  up  about  $20,000,000.  The  net  income,  however,  showed  only 
a  comparatively  small  increase — to  $10,225,000 — and  Durant  was  not 
only  putting  a  great  deal  of  money  into  his  money-losing  compa- 
nies but  was  also  expanding  the  capacity  of  his  good  companies 
more  rapidly  than  their  sales  increases  warranted. 

In  1910,  Durant  invested  about  $8,000,000  in  plant  expansion.  In 
the  same  year,  the  value  of  General  Motors  inventories  increased 
from  $8,500,000  to  nearly  $40,000,000.  Such  an  increase  in  materials 
and  supplies  would  have  been  justified  only  if  General  Motors  was 
doing  almost  five  times  as  much  business  at  the  end  of  the  year  as 
it  had  been  doing  at  the  beginning,  and  even  General  Motors  could 
not  grow  at  such  an  abnormal  rate.  Furthermore,  to  finance  his  ex- 
pansion Durant  had  gone  heavily  into  debt  to  his  suppliers,  while 
his  automobiles  were  attempting  to  make  production  schedules  that 
were  far  in  advance  of  the  time.  The  climax  of  Durant  optimism 
came  in  the  summer  of  1910,  when  the  Buick — the  major  support 
of  the  whole  General  Motors  family — owed  $3,000,000  in  short-term 
bank  loans  and  $5,000,000  for  materials  and  supplies.  In  spite  of  its 
excellent  operating  profits.  General  Motors  was  on  the  edge  of  a 
receivership  before  it  had  completed  its  second  full  year. 

Durant  toured  the  country  in  search  of  money,  but  no  one  would 
lend  him  a  cent.  Finally  the  suppliers  agreed  to  a  year's  extension 
of  credit,  provided  that  the  "management"  of  the  company  should 
be  "reorganized"  and  its  "enthusiasm"  should  be  "restrained."  Then 
a  group  of  Eastern  bankers,  headed  by  James  J.  Storrow  of  Lee, 
Higginson  &  Company  and  Frederick  Strauss  of  J.  W.  Seligman  & 
Company,  offered  to  refinance  the  company.  The  bankers  also  stipu- 
lated that  Durant  should  relinquish  control  of  the  management. 

So  Durant's  first  administration  at  General  Motors  came  to  an 
end,  although  he  remained  a  director  and  also  a  very  large  stock- 
holder. Control  of  General  Motors  was  put  into  the  hands  of  a 
board  of  five  trustees,  of  whom  three  were  representatives  of  the 
bankers.  Storrow  was  the  most  active  of  the  trustees  and  was,  to  all 


S6  THE  AUTOMOBILE  INDUSTRY 

practical  purposes,  Durant's  successor.  A  majority  of  the  voting  stock 
of  General  Motors  was  turned  over  to  the  trustees,  who  were  to 
remain  in  office  for  a  five-year  period. 

The  bankers  then  underwrote  an  issue  of  $15,000,000  of  6  per  cent 
five-year  notes,  secured  by  a  first  mortgage  on  all  the  physical  prop- 
erty of  General  Motors.  The  company  actually  received  only  $12,- 
500,000,  the  remaining  $2,500,000  being  kept  by  the  bankers  as  their 
commission  on  the  loan.  The  bankers  also  received  a  bonus  of  51,- 
692  shares  of  General  Motors  preferred,  which  had  a  market  value 
(after  the  financing)  of  nearly  $4,000,000.^  It  cost  General  Motors 
about  $6,500,000  in  cash  and  securities  to  get  $12,500,000  in  cash,  and 
of  course  the  company  had  to  repay  $15,000,000 — not  $12,500,000 — 
plus  interest  at  6  per  cent.  True,  the  bankers  took  the  risk  of  ad- 
vancing General  Motors  its  $12,500,000  before  they  got  their  money 
— plus  $2,500,000 — back  through  the  sale  of  the  notes.  But  the  note 
issue  was  easy  to  sell.  It  was,  indeed,  snapped  up  by  private  investors 
before  what  is  commonly  termed  the  "general  public"  had  a  chance 
to  bid  for  it. 

The  money  supplied  by  the  bankers  unquestionably  saved  Gen- 
eral Motors  from  a  receivership.  But  the  bankers  got  control  of  the 
company  for  five  years,  made  a  gross  profit  of  some  $4,500,000,  held 
a  first  mortgage  on  the  company's  assets,  and  got  back  their  cash 
outlay  almost  as  soon  as  they  had  made  it.  The  "speculative  charac- 
ter" of  the  automobile  business  was  cited  as  a  justification  for  the 
terms  of  the  note  issue,  but  General  Motors  had  made  nearly  $20,- 
000,000  in  two  years,  and  there  was  no  lack  of  investors  who  were 
happy  to  speculate  in  it.  It  is  not  surprising  that  Storrow,  Strauss, 
and  other  members  of  the  banking  syndicate  were  extremely  un- 
popular with  many  of  the  General  Motors  stockholders,  particularly 
with  a  group  of  very  large  stockholders  (such  as  Heany  et  al.)  who 

'The  bankers,  in  turn,  distributed  the  preferred  stock  as  a  bonus  on  the  notes — 
that  is,  everybody  who  bought  $ioo  worth  of  the  notes  got  $20  of  the  preferred  stock, 
to  make  the  note  issue  more  attractive.  But  even  after  the  notes  were  sold,  the  bankers 
had  about  $2,000,000  of  the  preferred  left  for  themselves. 
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owed  their  position  to  Durant's  freehandedness  in  passing  around 
General  Motors  stock. 

In  September,  1910 — at  the  time,  almost  to  the  day,  when  Durant 
was  losing  control  of  General  Motors — Briscoe  made  his  bid  for 
auto  leadership.  With  the  assistance  of  Anthony  Brady  and  several 
other  members  of  the  old  Electric  Vehicle  group,  Briscoe  organized 
the  United  States  Motor  Corporation,  with  an  authorized  capital  of 
$30,000,000.  Then,  following  almost  exactly  in  Durant's  footsteps, 
he  collected  nine  companies  making  automobiles  or  automobile 
parts  and  had,  on  paper,  an  organization  nearly  as  imposing  as  Gen- 
eral Motors  itself. 

But  there  was  no  Buick,  no  Cadillac,  and  not  even  an  Oldsmobile 
in  Briscoe's  collection.  Except  for  his  own  Maxwell,  none  of  his  cars 
had  a  considerable  sales  volume  and  many  of  them  were  heavily  in 
debt.  One  company  owed  $7,000,000  to  its  suppliers  when  Briscoe 
bought  it,  but  Briscoe  did  not  discover  this  obligation  until  after  the 
deal  had  been  made. 

Briscoe,  who  had  an  astonishing  capacity  for  getting  money  out  of 
bankers  at  a  time  when  bankers  were  supposed  to  regard  the  auto- 
mobile business  with  great  suspicion,  persuaded  Eugene  Meyer  & 
Company,  New  York  investment  bankers,  to  underwrite  a  $6,000,- 
000  note  issue.  But  $6,000,000  was  not  nearly  enough  to  keep  Briscoe 
afloat,  and  United  Motors  went  into  a  receivership  in  1912.  The 
bankers  reorganized  the  company  by  the  drastic  process  of  dropping 
both  Briscoe  and  all  his  United  States  Motor  Company  acquisitions. 
They  continued  the  Maxwell,  and  put  $3,000,000  of  new  money  into 
it.  The  Maxwell,  no  longer  having  to  support  a  flock  of  poor  rela- 
tions, again  became  a  valuable  property  and  the  bankers  got  back 
all  their  money  and  considerably  more.  But  Briscoe  was  gone;  and 
so  was  United  States  Motors.*  Since  the  organization  of  United 


*  Briscoe  went  back  to  the  parts  industry  and  built  up  a  large  and  very  profitable 
body-making  business.  Later,  he  brought  out  a  Briscoe  automobile,  which  was  not 
successful.  What  with  the  Buick,  the  unmade  merger  with  Durant,  and  the  failure 
of  the  United  States  Motors,  Briscoe  managed  to  miss  more  boats  than  anybody  else 
in  the  auto  business.  But  it  must  be  admitted  that  he  was  in  the  vicinity  when  many 
notable  launchings  were  taking  place. 
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States  Motors  in  19 lo,  there  has  never  been  a  comparable  consolida- 
tion in  the  motorcar  manufacturing  field. 

Thus  the  automobile  industry,  threatened  with  monopoly  and 
merger,  came  out  with  no  monopoly  and  only  one  merger.  Nor  did 
General  Motors,  even  after  the  bankers  put  it  back  on  its  feet,  make 
any  gestures  toward  monopolizing  the  auto  field.  Indeed,  under 
conservative  financial  management,  General  Motors'  share  of  the 
total  motorcar  output  dropped  from  20  per  cent  in  191 0  to  about 
10  per  cent  in  1915.  Even  in  1910,  General  Motors  had  in  it  the  po- 
tentiahties  of  the  General  Motors  company  as  it  is  today.  But  it  took 
the  First  World  War,  the  DuPonts,  the  Chevrolet,  and  finally  the 
Depression  to  realize  fully  the  potential  power  of  General  Motors. 
Even  when,  in  1932,  it  seemed  possible  that  General  Motors  might 
become  the  only  survivor  of  the  automobile  industry,  its  status  de- 
pended not  upon  its  having  eliminated  competition  from  the  auto 
industry,  but  upon  the  fact  that  the  industry,  through  competition, 
had  almost  eliminated  itself.  Since  1900  the  trend  in  major  Ameri- 
can industries  has  been  away  from  the  competitive  and  toward  the 
monopolistic  idea.  But  from  this  trend  the  automobile  industry  re- 
mained, for  a  long  time,  remarkably  free. 
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VERY  few  American  corporations  have  ever  made  as  much 
money  as  f  1,000,000  a  year,  as  has  already  been  pointed  out. 
In  1929,  there  wtre  about  1,300  such  corporations  out  o£  some  450,- 
000  incorporated  concerns.  In  1932,  there  were  only  about  250  f  1,000,- 
ooo-earners.  In  what  is  commonly  called  a  normal  period,  about 
1,000  corporations — one  out  o£  every  450 — will  show  a  net  income 
in  seven  figures.  Thus  the  average  American  businessman  hus  little 
opportunity  of  ever  becoming  a  malefactor  of  great  wealth. 

Furthermore,  the  f  1,000,000  prizes  nearly  always  go  to  companies 
which  represent  enormous  combinations  of  pooled  capital,  and 
which  do  not  turn  up  the  winning  numbers  purely  in  accordance 
with  the  laws  of  chance.  Among  the  public  utilities,  for  example, 
there  are  companies  in  which  so  many  hundreds  of  millions  of  dol- 
lars have  been  invested  that  a  return  of  only  f  1,000,000  would  be  no 
more  than  a  fraction  of  i  per  cent  on  the  invested  capital.  Electric 
light  and  power  companies,  railroads  and  communications  compa- 
nies, are  examples  of  corporations  in  this  class. 

If  we  consider  only  industrial  (as  opposed  to  utility)  companies, 
our  list  of  |i,ooo,ooo-earners  is  sharply  diminished.  And  it  is  com- 
posed largely  of  companies  which,  through  patent  rights,  fixed 
prices,  mergers,  or  some  other  attribute  of  monopoly,  have  acquired 
greater  control  of  their  profits  than  would  be  possible  in  a  fully 
competitive  world.  Only  a  handful  of  top-flight  earners  represent 
individual  enterprise  operating  in  the  Adam  Smith  manner  or  the 
American  way. 

Yet  the  automobile  industry  produced  $i,ooo,ooo-earners  almost 
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from  its  beginnings.  And  into  none  of  the  $i,ooo,ooo-earners  had 
anything  approaching  |i,ooo,ooo  of  capital  gone.  In  its  maturity,  the 
automobile  industry  produced  corporations  with  earning  power  un- 
equaled  by  corporations  in  any  other  manufacturing  field.  In  the 
three  years  beginning  with  1923,  the  Ford  Motor  Company  aver- 
aged a  little  better  than  $100,000,000  profit  per  year.  In  the  three 
years  beginning  with  1927,  General  Motors  averaged  a  litde  better 
than  $250,000,000  profit  per  year— a  record  which  becomes  more  im- 
pressive as  it  becomes  more  remote.  Almost  the  entire  capital  of  the 
Ford  company  and  most  of  the  capital  of  General  Motors  was  ac- 
cumulated out  of  earnings.  Nor  did  either  Ford  or  General  Motors 
depend  upon  fixed  prices,  production  agreements,  exclusive  fran- 
chises, patent  protection,  or  any  of  the  other  devices  by  which  the 
laws  of  competition  are  wholly  or  partly  repealed. 

Our  immediate  concern,  however,  is  with  the  automobile  industry 
in  its  earlier  days  and  with  the  auto-maker's  extraordinary  capacity 
for  putting  $1  into  a  company  and  taking  anything  from  $10  to 
$1,000  out  (except,  of  course,  when  he  lost  the  $1).  Generally  speak- 
ing, the  profits  of  a  corporation  are  limited  by  the  investment  made 
in  it.  In  the  late  1920's,  American  industry  was  making  about  5  per 
cent  on  its  assets.  Even  among  the  highest  earners  a  ratio  of  $1 
profit  to  $10  assets  was  distinctly  high.  Thus  $1,000,000  invested  in 
the  average  business  would  net  $50,000  a  year,  and  $1,000,000  in- 
vested in  an  exceptionally  good  business  would  net  $100,000  a  year. 
But  concerning   the   automobile   business   no   such   calculations 
could  be  made.  A  million  dollars  invested  in  an  automobile  com- 
pany might  bring  nothing.  About  six  out  of  every  seven  auto  com- 
panies incorporated  between  1900  and  1916  were  out  of  business  by 
the  close  of  the  latter  year.  On  the  other  hand,  the  return  might  be 
$10,000,000  or  $100,000,000  or  $1,000,000,000.  From  the  ordinary  laws 
of  corporate  earnings  the  automobile  company  appeared  to  be  al- 
most entirely  exempt. 

The  ability  of  the  auto  manufacturer  to  make  a  maximum  return 
upon  a  minimum  investment  depended  upon  three  major  factors. 
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In  the  first  place,  he  was  usually  not  so  much  an  automobile  manu- 
facturer as  he  was  an  assembler  of  automobile  parts.  In  the  second 
place,  he  bought  his  parts  on  credit  but  he  sold  his  cars  for  cash.  In 
the  third  place,  he  made  a  very  high  profit  per  car,  his  net  income — 
particularly  in  the  earlier  years  of  the  industry — often  running  bet- 
ter than  20  per  cent  of  his  total  sales. 

The  auto-parts  industry  came  into  existence  almost  as  soon  as  the 
automobile  industry  itself.  You  will  remember  that  Olds — the  first 
auto-maker  to  manufacture  in  quantity — had  Briscoe  making  his 
cooHng  system,  Dodge  making  his  gears,  and  Leland  making  his 
transmissions.  An  even  more  extreme  example  of  a  manufacturer 
who  made  as  little  of  his  car  as  possible  was  Ford,  who  gave  the 
Dodges  a  10  per  cent  interest  in  his  company  to  make  his  engines 
(and  several  other  vital  parts)  and  who  took  space  in  Strelow's  car- 
penter shop  to  assemble  the  parts  that  Dodge  and  other  parts-mak- 
ers had  manufactured  for  him. 

As  the  automobile  business  developed,  the  parts  business  devel- 
oped with  it  until  a  point  was  reached  at  which,  with  respect  to 
many  automobiles,  the  parts  were  considerably  greater  than  the 
whole.  Many  of  the  late-comers  in  the  auto  field  were  merely  as- 
semblers of  standard  parts  made  by  long-established  and  nationally 
known  parts  manufacturers,  on  whose  reputations  the  auto-maker 
relied  heavily  in  marketing  his  car. 

In  1920,  for  instance,  the  Columbia  Six  possessed  and  advertised 
the  following  features: 

Timken  axles  Auto-Lite  starting  and  lighting 
Continental   Motor   Company   en-         system 

gine  Atwater-Kent  ignition 

Detroit    Pressed    Steel    Company  Stromberg  Carburetor 

frame  Spicer  universal  joints 

Detroit   Steel   Products   Company  Firestone  tires 

springs  American  Auto  Trimming 
Gemmer  steering  gear  Company  paint  and  trim 

Pantasote  top 
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During  the  same  season,  a  car  called  the  Jackson  embodied  a 
Continental  engine,  a  Borg  &  Beck  clutch,  a  Covert  gearset,  Salis- 
bury axles,  a  Long  radiator,  Hayes  wheels,  a  Stromberg  carburetor, 
Auto-Lite  starting  and  lighting,  and  Goodyear  tires.  Some  body- 
builder probably  built  the  bodies  for  both  these  automobiles,  but 
the  body-builder  usually  did  not  get  much  publicity.  It  was  desirable 
to  leave  the  public  with  the  impression  that  the  manufacturer  had 
given  his  automobile  a  few  elements  more  tangible  than  its  name. 

The  parts-maker  was  essential  to  the  auto-maker  because  the  lat- 
ter usually  did  not  have  enough  money  to  make  his  own  parts. 
Thus  the  automobile  manufacturer  made  up  for  the  inadequacy  of 
his  capital  by  using  the  capital  of  the  parts-maker.  The  auto-maker 
did  not  have  to  buy  his  raw  materials,  such  a?  coal  and  copper  and 
steel.  His  pay  roll  was  greatly  reduced  by  the  fact  that  much  of  the 
labor  going  into  the  making  of  a  car  was  hired  by,  and  paid  by,  the 
maker  of  parts. 

In  1909,  for  example,  the  auto-parts  industry  operated  478  facto- 
ries, employed  25,000  men,  and  paid  annual  wages  of  $15,500,000. 
The  parts-maker  also  spent  $24,000,000  on  materials  and  supplies. 
Here  were  478  factories  which  the  auto-maker  did  not  have  to  build 
or  to  equip,  and  $39,500,000  of  working  capital  which  he  did  not 
have  to  spend.^ 

In  the  long  run,  to  be  sure,  the  auto-maker  did  pay  for  the  parts- 
maker's  materials  and  labor,  and  paid  him  a  profit  as  well.  But  the 
auto-maker  did  not  pay  for  his  parts  immediately.  He  got  them  on 
credit  for  thirty  or  sixty  or  ninety  days. 

The  manufacturer  sold  to  the  dealer,  however,  for  spot  cash  only. 
Indeed,  in  the  early  days  of  the  industry  the  dealer  usually  accom- 
panied his  orders  with  a  deposit,  which  was  sometimes  as  much  as 
20  per  cent  of  the  price  of  the  car.  This  system  of  buying  on  credit 
and  selling  for  cash  permitted  the  manufacturer  to  pay  for  his  parts 

^In  the  same  year,  the  auto  manufacturer  had  only  265  factories,  although  he 
employed  50,000  men  and  paid  them  $33,000,000.  In  later  years,  the  number  of 
workers  in  the  parts  industry  equaled  the  number  of  workers  in  the  manufacturing 
industry. 
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with  the  money  received  from  the  cars  made  out  of  them.  Always 
assuming  that  he  had  a  market  for  his  automobile,  he  could  collect 
his  money  from  the  dealer  before  the  suppHer's  bills  came  due. 

Suppose  that  you  are  an  auto  manufacturer  with  a  schedule  of 
1,000  cars  a  month.  Let  us  say  that  you  get  $900  a  car  from  the 
dealer  and  that  your  materials  and  supplies  cost  you  f6oo  per  car. 
The  parts  for  1,000  cars  therefore  cost  you  $600,000,  but  you  do  not 
have  to  pay  for  them  for  ninety  days.  At  the  end  of  thirty  days, 
however,  the  cars  are  assembled.  You  ship  them  to  the  dealers,  who 
pay  you  $900,000  cash  on  delivery.  You  therefore  have  $900,000  in 
hand  long  before  your  bills  are  due.  Even  after  you  have  settled  with 
your  suppliers,  you  have  $300,000  left  for  pay  roll  and  other  ex- 
penses. The  one  major  cost  which  you  must  meet  as  you  go  along 
is  your  pay  roll,  but  so  much  of  your  labor  has  been  performed  by 
your  supplier  that  your  pay  roll  should  not  come  to  more  than  $150 
a  car.  You  need  only  enough  capital  to  meet  your  pay  roll  and  other 
operating  expenses  until  you  collect  on  your  first  shipment  of  cars. 

There  was  nothing  unusual  about  the  suppliers  extending  credit 
to  the  manufacturer,  but  why  did  the  dealer  pay  cash?  The  dealer 
was  holding  the  bag  for  the  manufacturer;  if  the  dealer  never  sold 
even  one  car,  the  manufacturer  nevertheless  had  the  money  for  all 
of  them.  Why  did  not  the  dealer  demand  credit  from  the  manufac- 
turer, and  why  did  the  dealer  do  business  with  the  manufacturer 
entirely  on  the  manufacturer's  terms?  These  are  questions  which 
many  dealers  have  asked  themselves,  and  to  which,  in  recent  years, 
they  have  found  no  satisfactory  reply.  But  in  the  years  between  1900 
and  1920  the  demand  for  automobiles  was  almost  always  in  excess 
of  the  supply.  A  good  dealer  might  get  stuck  with  a  bad  car  or  a 
bad  dealer  might  stick  himself  with  a  good  car,  but  generally  speak- 
ing automobiles  were  not  difficult  to  sell. 

The  dealer  got  the  exclusive  right,  or  franchise,  to  handle  a  given 
car  in  his  territory.  He  also  got  a  discount  of  from  20  per  cent  to 
25  per  cent  of  the  retail  price  of  the  car.  (That  is,  if  a  car  retailed 
for  $1,200,  the  price  would  be  split  in  the  neighborhood  of  $250  for 
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the  dealer  and  $950  for  the  manufacturer.  The  division  varied  with 
different  manufacturers,  and  the  dealer's  percentage  v^as  higher 
with  higher-priced  cars.)  The  automobile  franchise  was  therefore  a 
valuable  property  which  the  dealer  was  willing  to  accept  on  almost 
any  terms. 

Presumably  the  paint  manufacturer  could  market  paint  in  the 
same  manner  if  the  public  stood  in  line  for  paint.  And  there  have 
been  times  in  automobile  history  when  the  public  has  stood  in  line 
for  automobiles.  It  should  also  be  remembered  that  in  the  early  days 
of  the  industry  there  was  no  such  thing  as  a  trade-in.  Nor  had  in- 
stallment selling  yet  arrived.  The  dealer  got  the  full  cash  price  for 
new  automobiles  and  had  no  used  cars  left  on  his  hands. 

The  history  of  the  word  "quota"  as  used  in  the  automobile  busi- 
ness is  a  good  example  of  changing  times.  "Quota"  eventually  came 
to  mean  the  number  of  cars  that  a  manufacturer's  sales  manager  de- 
cided to  send  the  dealer  in  the  extremely  optimistic  hope  that  he 
might  be  able  to  sell  them.  But  in  the  early  years  of  the  industry, 
the  word  "quota"  was  more  properly  used  to  signify  the  share  allot- 
ted to  each  dealer  out  of  the  manufacturer's  limited  supply  of  cars. 
In  those  days,  the  number  of  cars  the  dealer  got  was  usually  much 
smaller  than  the  number  he  wanted. 

Since  1920,  the  dealer  has  had  to  work  hard  for  his  money.  Since 
1930,  his  hard  work  has  had  a  meager  reward.  But  before  1920  he 
was  selling  automobiles  on  a  constantly  expanding  market  and  did 
not  mind  paying  cash  for  the  privilege. 

The  one  thing  that  the  dealer  always  has  needed  is  credit.  In  the 
early  days,  the  dealer  was  financed  by  his  local  banks,  and  all  that 
the  manufacturer  asked  of  a  prospective  dealer  was  that  his  credit 
should  be  good.  Later  on,  the  dealer  was  financed  by  finance  compa- 
nies organized  for  that  purpose,  and  eventually  the  larger  auto  man- 
ufacturers organized  finance  companies  to  handle  their  dealers' 
sales. 

For  many  years,  however,  the  auto-maker  depended  upon  the 
credit  of  his  dealers,  just  as  he  depended  upon  the  capital  of  his 
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suppliers.  He  thus  had  access  to  large  supplies  of  cash  and  credit 
which  he  did  not  himself  possess. 

The  final  element  in  the  auto-maker's  formula  was  his  consist- 
ently large  profit  per  car.  We  have  already  seen  that  the  Packard 
cleared  about  $i,ooo  per  automobile  during  its  first  five  years.  This 
profit  was  unusually  high,  as  the  Packard  was  an  expensive  car.  Yet 
even  moderately  priced  automobiles  showed  an  astonishing  ratio  of 
profit  to  money  taken  in. 

In  1907,  for  instance,  when  Ford  had  one  $600  and  one  I700 
model,  he  made  I130  per  car.  The  Reo  is  an  example  of  a  medium- 
priced  car  on  which  a  very  substantial  profit  was  made.  Olds  got 
into  production  on  the  Reo  in  1905.  He  sold  a  roadster  for  $650  and 
a  touring  car  for  $1,250.  Only  864  Reos  were  sold  during  the  year, 
but  the  net  income  was  $323,000,  a  profit  of  $372  a  car.  In  1906,  Reo 
prices  were  lower,  averaging  about  $750  a  car  for  several  different 
models.  On  a  volume  of  2,458  cars,  the  Reo  made  $459,000,  or  $182 
per  car.  Generally  speaking,  the  pioneer  automobile  manufacturer 
figured  to  make  close  to  $200  on  a  $1,000  car. 

It  might  be  said  that  the  auto  manufacturer  was  able  to  go  into 
business  because  of  his  relations  with  his  parts-supplier;  that  he  was 
able  to  stay  in  business  because  of  his  relations  with  his  dealer;  and 
that  he  was  able  to  grow  large  in  business  because  of  his  relations 
with  his  public. 

The  Overland 

The  best  example  of  hand-to-mouth  auto-making  was  given  by 
John  North  Willys,  who  took  charge  of  the  Overland  when  the 
Overland  company  had  no  working  capital  and  was  $80,000  in  debt. 
The  Overland  company  was  organized  in  Terre  Haute,  Indiana,  in 
1902.  At  that  time  Willys  ran  a  bicycle,  phonograph,  and  sporting- 
goods  store  in  Elmira,  New  York,  and  he  became  Overland's  dealer 
in  the  Elmira  territory.  He  was  an  excellent  salesman,  but  the  Over- 
land company  was  short  on  capital  and  not  very  long  on  production. 

In  1907  the  failure  of  several  New  York  banks  brought  on  a  short 
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but  acute  financial  panic.  The  auto  industry  as  a  whole  was  little 
damaged,  but  even  the  briefest  period  of  hard  times  was  too  much 
for  the  Overland  to  survive.  Willys  heard  that  the  Overland  was 
on  the  point  of  going  out  of  business.  Had  the  Overland  failed, 
Willys  would  have  been  in  an  embarrassing  position,  as  he  had  al- 
ready taken  orders  for  several  hundred  Overland  cars  and  had  ac- 
cepted many  deposits  on  them  from  customers. 

Hurrying  to  Indianapolis,  where  the  Overland  was  now  being 
manufactured,  Willys  discovered  that  the  company  was  $350  short 
of  being  able  to  meet  its  pay  roll  for  the  week.  Willys  put  up  the 
$350  and  thus  saved  the  day.  But  the  gesture  was  more  romantic 
than  significant,  for  the  Overland  was  bound  to  have  just  as  much 
trouble  meeting  the  pay  roll  for  the  next  week,  the  week  after  that, 
and  so  on.  Besides,  it  owed  $80,000  to  the  people  who  supplied  it 
with  materials  and  parts. 

In  this  crisis,  Willys  took  over  the  company.  The  writer  has  never 
seen  any  of  the  financial  details  of  this  transaction;  apparently  the 
original  owners  simply  dropped  the  baby  in  Willys's  lap.  And  Willys 
was  the  ideal  parent  for  the  orphan  child.  He  raised  $10,000,  with 
which  he  paid  part  of  the  Overland's  bills.  He  persuaded  the  credi- 
tors to  wait  for  the  rest  of  their  money.  The  assets  of  the  company 
were  of  little  value  except  as  assets  of  a  going  concern,  and  the  credi- 
tors had  nothing  to  gain  by  forcing  the  Overland  to  shut  up  shop. 
Willys  assembled,  and  sold,  some  Overlands  from  parts  on  hand. 
With  the  proceeds  of  these  sales  he  met  his  expenses  and  made  fur- 
ther payment  on  his  debt.  Then  he  got  more  supplies  (on  credit) ; 
assembled  and  sold  more  Overlands;  and  kept  repeating  this  proc- 
ess. It  was  an  elegant  exhibition  of  tight-rope  walking,  and  Willys 
never  fell  ofF. 

In  1908,  Willys  turned  out  465  cars — now  called  Willys-Overlands 
— at  a  sufficient  profit  per  car  for  even  this  small  production  to  show 
an  operating  profit.  In  1909,  he  moved  to  Toledo,  where  the  plant 
of  an  extinct  auto  company  was  for  sale  cheap.  There  he  made 
4,000  Willys-Overlands  in  1909  and  18,200  in  19 10.  The  next  five 
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years  were  years  o£  rapid  expansion,  culminating  in  1915  with  an 
output  of  94,457  cars  and  a  profit  of  nearly  $10,000,000.  Many  auto- 
mobile manufacturers  have  made  a  great  deal  out  of  very  little,  but 
only  Willys  was  so  successful  after  an  |8o,ooo-below-zero  start. 

The  growth  of  Willys  was  also  the  growth  of  Toledo.  In  1909, 
Willys  employed  250  men.  By  1915,  he  had  15,000  employees  in  a 
plant  which  had  turned  out  722  automobiles  on  its  highest  produc- 
tion day.  And  around  the  Willys  enterprise  there  had  developed  a 
group  of  auto-accessory  companies,  including  Electric  Auto-Lite, 
which  became  the  industry's  largest  maker  of  starting  and  lighting 
systems.  From  1910  to  1915  the  population  of  Toledo  increased  from 
168,000  to  244,000 — almost  a  50  per  cent  increase  in  six  years.  The 
city's  industrial  pay  roll  of  $13,533,000  in  1909  had  grown  to  $53,- 
000,000  in  1915.  Toledo  had  75,000  job-holders  in  1915,  of  whom 
25,000  worked  for  automobile  or  auto-parts  companies.  The  city  of 
Detroit  passed  through  the  same  transformation  on  an  even  larger 
scale.  But  it  took  the  greater  part  of  the  auto  industry  to  refashion 
Detroit,  whereas  the  development  of  Toledo  was  almost  a  one-man 
job. 

Willys  and  Durant  had  a  good  deal  in  common.  Neither  knew 
the  difiFerence  between  a  crankshaft  and  a  differential,  and  neither 
cared  to  know.  Both  were  excellent  salesmen  and  both  could  sell 
themselves  and  others  on  the  future  of  the  automobile.  Willys  never 
took  himself  as  seriously  as  Durant  and  was  not  nearly  as  much 
afflicted  with  a  Man  of  Destiny  complex.  Like  Durant,  however, 
Willys  was  a  born  overexpansionist  who  thought  that  banks  had 
been  invented  solely  to  provide  working  capital  for  automobile  com- 
panies. Even  in  1915,  Willys  owed  Toledo  and  New  York  bankers 
about  $9,000,000. 

Willys's  ability  to  make  money  on  a  rising  market  was  almost 
equaled  by  his  ability  to  lose  money  in  any  period  during  which 
sales  did  not  come  up  to  his  optimistic  schedules.  He  complicated 
his  affairs  by  making  large  personal  (not  corporate)  investments  in 
Electric  Auto-Lite  and  other  parts  and  accessory  companies,  and  his 
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free-spending  dividend  policy  kept  the  Willys-Overland  corporation 
poor,  although  it  made  Willys  and  a  few^  other  large  stockholders 
exceedingly  rich.  But  Willys  kept  his  private  afFairs  distinct  from 
his  corporate  position  and  did  not  try  to  make  Willys-Overland  un- 
derv^rite  his  personal  investments.  In  1915,  Willys  sold  more  auto- 
mobiles than  any  other  manufacturer  except  Ford,  and  as  long  as 
Willys  remained  with  Willys-Overland,  the  company  remained 
among  the  automotive  Big  Ten. 

The  Hudson 

Another  example  of  how  to  get  along  in  the  automobile  business 
with  hardly  any  working  capital  was  furnished  by  Roy  Chapin  and 
Howard  Coffin,  makers  of  the  Hudson  car.  Chapin  had  started  out 
as  photographer  and  odd-jobs  man  for  Olds,  one  of  the  odd  jobs 
being  to  file  by  hand  gears  which  did  not  fit  properly  when  they 
arrived  from  the  gear-maker.  You  will  remember  Chapin's  trip  to 
New  York  with  the  Oldsmobile  exhibited  at  the  1901  automobile 
show.  Chapin  soon  became  Oldsmobile  sales  manager,  but  lost  in- 
terest in  the  company  when  Olds  left.  Coffin  was  an  engineer  who 
also  regretted  Olds's  departure  and  who  had  his  own  design  for  a 
car.  In  1909,  Chapin  and  Coffin,  backed — not  very  heavily — by 
W.  S.  Hudson,  Detroit  department-store  owner,  went  into  business 
for  themselves.  They  had  stock  subscriptions  for  $60,000,  but  only 
about  $15,000  in  cash. 

There  was  nothing  sensational  about  the  output  of  the  Hudson 
during  its  first  few  years.  Along  with  the  rapid  development  of  the 
automobile  market  there  came  an  even  more  rapid  development  of 
competition  for  it.  Hundreds  of  companies  were  entering  the  auto- 
mobile business,  and  although  some  of  them  did  not  make  any  cars 
and  most  of  them  did  not  make  many  cars,  they  did  spread  the  pub- 
lic's automobile  money  over  an  extraordinarily  large  number  of 
makes.  During  this  period  there  were  close  to  100  automobile  ex- 
hibitors  (not  counting  parts  exhibitors)   at  the  annual  National 
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Automobile  Shows,  so  that  something  Uke  lOO  manufacturers  were 
actually  putting  cars  on  the  road. 

Thus  Hudson  sales  grew  slowly  during  its  first  five  years:  1910, 
4,107;  1911,  5,448;  1912,  5,449;  1913,  6,221;  1914,  7,199.  Notice  that 
the  1912  increase  over  191 1  was  only  one  automobile,  and  that  in 
five  years  the  Hudson  failed  to  double  its  original  modest  output. 

Yet  Chapin  and  Coffin  edged  their  way  along  carefully  and 
turned  in  a  robust  profit  every  year.  From  1910  through  1913,  with 
a  touring  car  retailing  around  the  $2,000  mark,  Hudson  sold  21,265 
cars  and  made  $2,700,000.  This  was  a  profit  of  $130  per  car.  In  1914, 
with  the  touring  car  priced  at  $1,750,  the  Hudson  sold  7,199  cars 
and  made  $1,256,000,  a  profit  of  $175  per  car.  Unlike  most  of  their 
contemporaries,  Chapin  and  Coffin  were  in  no  great  hurry  to  get 
rich  quick  on  dividends.  In  their  first  five  years  they  paid  out  $515,- 
000  in  dividends,  but  kept  $3,440,000  in  the  form  of  undivided  prof- 
its to  finance  the  company's  growth.  Meanwhile,  only  $100,000 
(raised  by  selling  stock  to  employees)  had  been  added  to  the  orig- 
inal investment  in  the  Hudson  car. 


The  Studebaker 

The  automobile  is  often  discussed  as  if  it  were  the  origin  of  per- 
sonal transportation.  Yet,  backward  as  the  horse-and-buggy  era  may 
have  been,  it  unquestionably  did  possess  the  buggy  and  the  horse. 
And  before  the  appearance  of  the  first  automobile,  there  was  a  flour- 
ishing industry  dedicated  to  the  manufacture  of  buggies,  carriages, 
wagons,  and  other  horse-drawn  vehicles.  As  early  as  1905,  the  wagon 
industry  was  beginning  to  feel  the  competition  of  the  automobile 
(you  will  remember  that  Whiting,  the  Flint  wagonmaker,  took 
over  the  Buick  at  about  this  time),  and  by  1908  the  more  realistic 
wagon  manufacturers  realized  that  the  horseless  carriage  was  well 
on  its  way  toward  eliminating  the  carriage  along  with  the  horse. 
The  largest  wagonmaker  in  the  United  States  at  this  time  was  the 
Studebaker  Brothers  Manufacturing  Company.  When,  in  1908,  the 
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Studebaker  company  turned  its  major  attention  from  the  manufac- 
ture of  wagons  to  the  manufacture  of  automobiles,  the  day  of  the 
horse-drawn  vehicle  was  definitely  and  admittedly  over. 

The  Studebaker  business  dated  from  1852,  when  Henry  Stude- 
baker and  Clem  Studebaker  set  up  in  South  Bend,  Indiana,  as 
blacksmiths  and  wagonmakers.  They  did  more  blacksmithing  than 
wagonmaking  until  1855,  when  another  brother,  J.  M.  Studebaker, 
returned  from  the  Cahfornia  gold  rush.  J.  M.  Studebaker  had  never 
found  time  to  hunt  for  gold  in  California,  because  the  demand  for 
carts  and  wagons  was  so  great  that  he  was  kept  busy  following  the 
family  trade.  But,  unUke  the  majority  of  the  gold-rushers,  he  came 
back  with  |8,ooo,  with  which  he  went  into  partnership  with  Henry 
and  Clem.  He  also  taught  his  brothers  what  he  had  learned  about 
covered  wagons  in  his  years  of  experience  with  prospectors  and 
settlers  who  had  crossed  the  country  in  them. 

The  Studebakers  set  up  an  agency  at  St.  Joseph,  Missouri,  then  a 
jumping-off  place  for  westbound  travelers,  and  became  chief  wagon- 
suppliers  for  the  great  westward  migration  of  the  next  thirty  years. 
During  the  Civil  War  they  made  wagons  and  ambulances  for  the 
Union  Army.  In  1868  they  had  sales  of  $350,000  and  were  rated  as 
the  largest  wagon  company  in  the  world.  Even  so  remote  a  wagon- 
user  as  the  British  Government  called  on  Studebaker  for  wagons 
during  the  Boer  War. 

With  unusual  broad-mindedness,  considering  their  position,  the 
Studebakers  had  deaHngs  with  the  auto  industry  even  in  the  latter 's 
horseless-carriage  days.  In  1899  they  made  bodies  for  one  of  the 
buggy-type  cars  of  the  period,  and  in  1902  they  brought  out  a  Stude- 
baker car.  It  was,  as  might  have  been  expected,  an  electric.  In  1904 
they  added  a  gasoline  car,  but  as  they  sold  less  than  500  cars  a  year 
(both  types  together),  wagons  remained  their  major  interest.  By 
1908,  however,  they  were  convinced  that  wagons  were  headed  for 
museums  and  that  joining  the  automobile  industry  was  their  only 
salvation. 
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At  first  they  planned  not  to  manufacture  automobiles  but  to  sell 
them.  They  became  the  sales  agents  for  the  E-M-F  automobile,  con- 
tracting to  dispose  of  a  large  part  of  the  E-M-F  output  for  1908. 
The  E-M-F  car  was  made  by  the  Everett-Metzger-Flanders  Com- 
pany, hence  its  peculiar  name.  Everett  had  been  a  body-builder, 
and  had  at  one  time  supplied  bodies  to  Ford.  Metzger  had  been 
Cadillac's  first  sales  manager.  At  the  1903  National  Automobile 
Show,  Metzger  took  orders  for  nearly  2,000  Cadillacs,  although  at 
the  time  the  show  car  was  the  only  Cadillac  made.  Flanders  had 
been  a  machine-tool  salesman,  but  had  graduated  into  the  automo- 
bile business  via  the  Ford  Motor  Company,  of  which  he  was  a 
former  production  manager.  The  three  were  an  excellent  combina- 
tion, and  in  its  first  seventeen  months  the  E-M-F  company  sold 
8,312  automobiles  and  made  $1,607,000.  When  the  sales  contract 
with  Studebaker  was  signed,  Metzger  went  of?  on  a  trip  to  Europe, 
feeling  that  the  E-M-F  company  did  not  really  need  a  sales  manager 
if  the  Studebakers  were  going  to  sell  most  of  the  cars. 

But  the  selling-agency  arrangement  did  not  last  long,  chiefly  be- 
cause neither  the  Studebakers  nor  the  E-M-F  owners  were  used  to 
playing  second  fiddle.  Soon  Studebaker  proposed  to  take  the  entire 
E-M-F  output,  but  wanted  to  sell  the  automobile  as  the  Studebaker 
car.  This  did  not  please  the  E-M-F  founders  (every  automobile  man 
lived  for  the  day  when  he  could  name  a  car  for  himself),  so  finally 
the  Studebakers  offered  to  buy  the  company  outright.  They  had 
already  acquired  a  considerable  stock  interest  in  the  E-M-F  com- 
pany, and  they  were  ready  to  manufacture  a  Studebaker  in  compe- 
tition with  it  if  their  offer  was  not  accepted.  So  Everett,  Metzger, 
and  Flanders  sold  out,  and  the  Studebakers  became  auto  manufac- 
turers with  a  Studebaker  car.  Everett  went  back  to  body-building; 
later  he  sponsored  the  Rickenbacker  car;  Metzger  manufactured  a 
Metzger  car,  with  no  great  success;  Flanders  spent  a  short  time  with 
the  Studebakers,  then  went  over  to  the  Maxwell. 

The  Studebaker  was  the  first  automobile  company  that  came  into 


^2  THE  AUTOMOBILE  INDUSTRY 

existence  with  an  adequate  plant,  plenty  of  money,^  a  nationally 
known  name,  and  a  nation-wide  distributing  system.  Its  credit  was 
also  excellent,  a  $13,500,000  issue  of  preferred  stock  being  almost 
immediately  sold  through  Goldman  Sachs.  In  its  first  year  (1910) 
Studebaker  sold  22,555  automobiles,  at  that  time  a  phenomenal  out- 
put for  an  auto  company's  initial  season. 

As  the  last  of  the  Studebaker  brothers  (there  were  five  in  the 
wagon-building  generation)  had  by  now  reached  the  age  of  retire- 
ment, the  Studebaker  Corporation  was  largely  the  work  of  Albert 
Russel  Erskine,  who  arrived  in  191 1  from  the  vice-presidency  of  the 
Underwood  Typewriter  Company.  Erskine  (presumably  a  Gold- 
man Sachs  nominee)  was  an  excellent  administrator,  and  belonged 
to  a  school  of  thought  which  did  not  believe  in  calling  on  a  banker 
whenever  the  pay  roll  became  due.  In  1912  he  raised  |8,ooo,ooo  (in 
the  form  of  ten-year  notes),  paid  oflF  several  million  dollars  of  bank 
loans — mostly  inherited  from  the  E-M-F  company — and  sold  28,523 
cars.  In  1913  sales  went  to  35,410  cars  and  in  1914,  with  35,460  Stude- 
bakers  produced,  the  company  took  in  $43,444,000  and  made  $4,- 
441,000  on  the  year. 

The  profits  per  car  in  the  automobile  industry  were  no  longer 
what  they  had  been  when  Olds,  Ford,  and  Joy  were  starting  out. 
The  compensating  factor,  however,  was  the  very  much  wider 
market  for  the  car.  Studebaker  had  (in  1914)  a  relatively  modest 
profit  of  $125  per  car  on  a  line  that  averaged  about  $1,500  (retail) 
per  sale.  But  none  of  the  earlier  auto  companies  approached  Stude- 
baker's  record  of  114,000  sales  in  its  first  four  years.  Neither  had 
any  of  the  others  begun  with  assets  of  $24,000,000,  or  with  the  abil- 
ity to  raise  $21,500,000  of  outside  capital  in  their  first  three  years. 

The  Ford  Again 
While  the  widening  automobile  market  and  the  small  capital  re- 


*Whcn  automobiles  became  the  major  product,  the  Studebaker  Brothers  Manu- 
facturing Company  was  reorganized  as  the  Studebaker  Corporation.  From  1868 
through  1910  the  first  company  had  made  $16,758,000  on  sales  of  $119,240,000. 
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quired  to  carry  on  an  automobile  business  were  bringing  large  num- 
bers of  new  companies  into  the  motorcar  field,  the  Ford  Motor 
Company  was  getting  a  great  deal  more  than  its  share  in  the  ex- 
panded market  and  establishing  itself  as  the  unquestioned  leader  in 
volume  of  sales.  As  has  already  been  said,  the  Model  T  did  not 
begin  its  career  as  the  lowest-priced  automobile.  In  1909  it  sold  for 
$950,  which  put  it  in  the  low-to-medium  class.  The  conception  of 
producing  an  automobile  to  sell  for  $500,  or  some  other  arbitrarily 
low  price,  is  a  generalization  that  might  have  occurred  to  any 
cracker-barrel  philosopher  in  any  country  store.  Ford  did  get  his 
car  down  to  $500 — in  fact,  he  eventually  got  it  down  to  $260 — but 
he  realized  that  this  goal  had  to  be  reached  gradually,  and  did  not 
attempt  to  attain  it  in  one  spectacular  bound. 

During  the  period  that  Ford  was  approaching  his  minimum  price 
and  his  maximum  volume,  he  made  a  large  and  an  increasing  profit 
every  year.  In  other  words.  Ford  was  not  selling  cars  below  cost  to 
attract  volume;  no  matter  how  low  his  prices  went,  he  always  re- 
tained a  sizable  (although  a  diminishing)  profit  per  car.  Ford's 
technique  might  be  called  the  "progressive"  application  of  the 
principle  that  as  the  volume  of  units  produced  goes  up  the  cost  of 
unit  production  goes  down.  The  principle  is  excellent,  but  if  you 
attempt  to  force  it  by  reducing  your  prices  first  and  waiting  for 
volume  increases  to  wipe  out  your  deficit,  you  run  the  risk  of  going 
out  of  business  before  your  volume  builds  up. 

Ford's  initial  figure  was  low  enough  to  guarantee  him  an  increas- 
ing volume  of  sales.  Only  after  his  volume  had  increased,  and  after 
his  cost  per  unit  of  production  had  gone  down,  did  he  reduce  his 
prices  to  a  new  low  level  that  assured  him  of  another  volume  in- 
crease but  which  was  still  high  enough  to  return  a  profit  on  every 
car  he  sold.  Then,  when  his  still  greater  volume  had  made  possible 
another  price  reduction,  he  cut  his  prices  again.  And  so  on. 

In  1909,  for  example.  Ford  sold  10,607  automobiles  at  $950  each. 
This  volume  permitted  him  to  cut  the  price  from  $950  to  $780.  In 
1910,  at  the  $780  figure,  he  sold  18,664  cars.  On  such  a  volume,  he 
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was  able  to  reduce  the  price  to  $690.  In  191 1,  at  $690,  his  volume 
jumped  to  34,528  cars.  So  he  took  $90  oflF  the  price  of  the  Model  T, 
and  in  1912,  at  $600  a  car,  sold  78,440  cars.  This  increase  in  volume 
was  acknowledged  by  reducing  the  price  to  $550.  At  this  figure  the 
Ford  was  getting  down  into  the  distinctly  low-rent  districts,  and  in 
1913  there  were  168,000  Fords  sold. 

Ford  was  by  now  far  and  away  the  leader  of  the  auto  industry — 
his  1913  output  was  a  little  more  than  one-third  of  the  output  of 
the  entire  industry — and  could  easily  have  maintained  his  leader- 
ship without  further  reduction  in  price.  But  he  really  was  interested 
in  selling  a  car  for  as  little  as  possible.  Ford  never  has  considered 
the  automobile  a  luxury.  He  might  perhaps  admit  that  it  cannot  be 
considered  a  necessity,  since  there  are  a  good  many  people  who  get 
along  without  it.  Perhaps  he  would  compromise  by  calling  it  a 
utility — like  telephones  or  electric  lights  or  bathtubs. 

But  he  certainly  did  not  think  of  the  automobile  as  a  badge  of 
social  standing  and  he  could  hardly  have  approved  of  the  term 
"pleasure  car"  except  in  so  far  as  it  afforded  a  handy  method  of  dis- 
tinguishing between  a  passenger  car  and  a  truck.  It  is  this  utilita- 
rian attitude  which  explains  Ford's  total  indifference  to  matters  of 
line,  of  color,  of  appearance  in  general,  and  helps  to  explain  his 
later  difficulties  when  the  automobile  got  into  the  category  of  styled 
merchandise  and  when  manufacturers  were  attempting  to  make 
every  model  psychologically  obsolescent  in  a  year's  time.  Ford's 
best  customer  was  the  farmer,  and  Ford  understood  clearly  what 
the  farmer  wanted,  having  been  a  farmer  himself.  So  Ford  built  a 
thoroughly  dependable  car  with  no  fixings  and  sold  it  at  a  rock- 
bottom  price.^ 

Having  hopelessly  outdistanced  competition  in  1913,  Ford  left 
it  altogether  out  of  sight  in  the  following  year.  The  1914  Ford  came 
out  at  $490  (|6o  under  the  1913  figure),  with  the  astonishing  result 

^For  years  after  the  self-starter  was  standard  equipment  on  all  other  models,  it 
was  extra  equipment  on  the  Ford.  If  a  man  was  too  weak  or  too  lazy  to  crank  his 
car,  he  deserved  to  be  penalized. 
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that  in  19 14  no  less  than  248,000  persons  became  owners  of  Fords. 
Ford  sold  about  45  per  cent  of  the  1914  motorcar  output — that  is, 
45  Fords  were  sold  for  every  55  sales  of  all  other  cars  combined.  As 
for  profits.  Ford  made  $25,046,000  in  1913  and  $30,338,000  in  1914, 
and  paid  $23,400,000  in  dividends  during  the  two  years.  (Since  Ford 
then  owned  58  per  cent  of  the  company,  his  personal  dividends  for 
the  two  years  came  to  $13,689,000.) 

From  a  profit-per-car  standpoint,  Ford  cleared  about  $150  per 
car  in  1913  and  about  $125  per  car  in  1914.  Since  the  1914  car  re- 
tailed for  $490,  Ford  himself  did  not  get  more  than  $400  per  car 
from  the  dealer.  He  must  therefore  have  been  manufacturing  his 
automobiles  for  about  $275  per  car. 

The  year  1914  is  also  notable  in  Ford  history  for  the  estabHsh- 
ment  of  the  minimum  $5-a-day  wage  and  for  the  split  with  the 
Dodge  brothers.  In  January,  Ford  announced  the  new  wage  rate, 
which  was  almost  double  the  prevailing  rates  for  common  labor. 
Dean  Samuel  S.  Marquis  says  that  Couzens  suggested  the  higher 
wage.*  Whoever  originated  the  idea,  it  provoked  a  roar  of  disap- 
proval from  other  Detroit  employers,  particularly  from  automobile 
manufacturers.  When  labor  was  available  for  $2.50  a  day,  it  was  al- 
most sinful  to  pay  $5  a  day  for  it;  Ford's  move  was  bound  to  "dis- 
affect  the  working  class"  and  though  Ford  might  be  able  to  pay 
"extravagant"  wages,  no  other  manufacturer  could  afford  to  follow 
his  example.  An  economics  professor  at  the  University  of  Michigan 
explained  that  Ford  could  not  long  continue  to  pay  higher  wages 
than  the  prevailing  rates,  because  it  was  economically  impossible  for 
any  individual  manufacturer  to  survive  under  such  a  competitive 
disadvantage,  but  the  Detroit  auto  industry  had  considerably  more 
faith  in  Ford  than  in  economic  theory  and  refused  to  be  comforted. 

As  things  turned  out,  the  tempest  was  mostly  in  a  teapot.  As 
there  was  a  Hmit  to  the  number  of  men  whom  Ford  could  employ, 

*See  his  Henry  Ford:  An  Interpretation,  Little,  Brown,  1923.  Marquis  is  the  only 
writer  on  Ford  who  worked  for  the  Ford  Company  and  was  on  terms  of  some  in- 
timacy with  Ford. 
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the  other  manufacturers  found  plenty  of  labor  available  at  stand- 
ard wages.  In  another  year,  the  war  boom  drove  up  everyone's 
wages,  and  after  the  war  Ford  was  not  much  interested  in  humani- 
tarian experiments.  Even  Ford's  reputation  with  the  workers  was 
not  much  improved  by  the  $5  wage.  For  when  a  crowd  of  job- 
seekers  appeared  in  front  of  the  Ford  gates  one  cold  January  morn- 
ing, somebody  turned  a  fire  hose  on  them — a  circumstance  which 
went  far  toward  eliminating  the  goodwill  which  might  otherwise 
have  been  created. 

The  departure  of  the  Dodge  brothers  was  an  event  of  much  more 
lasting  significance.  For  some  time  relations  between  Ford  and  the 
Dodges  had  been  strained.  Ford,  naturally  enough,  was  trying  to 
cut  his  costs  as  he  cut  his  prices,  and  kept  after  the  Dodges  to  quote 
him  a  lower  figure  on  the  Ford  engine  and  other  Dodge-made  parts. 
John  Dodge — the  dominant  member  of  the  Dodge  family — was  a 
large,  tough,  two-fisted  individual  who  saw  little  merit  in  helping 
Ford  to  make  price  cuts.  But  the  Dodges  knew  that  if  Ford  went 
elsewhere  for  his  engines,  the  bottom  would  drop  out  of  their  busi- 
ness, as  they  had  been  making  Ford  parts  exclusively  for  nearly 
eleven  years.  On  the  other  hand,  they  were  already  making  so,  much 
of  an  automobile  that  it  should  not  be  difficult  for  them  to  make  the 
rest. 

So,  in  July,  1914,  the  Dodges  told  Ford  to  get  himself  a  new  parts- 
maker  because  they  were  going  to  make  a  Dodge  car.  Ford  was 
furious — particularly  since  the  Dodges  retained  their  10  per  cent 
interest  in  the  Ford  company — but  the  brothers  were  determined  to 
set  up  in  business  for  themselves.  It  was  partly  the  shock  of  the 
Dodges'  desertion  that  started  Ford  thinking  about  a  fully  inte- 
grated automotive  works  where  he  could,  if  necessary,  manufacture 
everything  that  went  into  his  car.^  Ford  also  learned  to  split  his 
parts  orders  so  that  he  had  at  least  two  suppliers  for  every  vital  part. 

As  for  the  Dodges,  they  had  no  difficulty  in  making  the  Dodge 

^The  remaining  incentive  came  a  little  later  when  the  war  boom  drove  up  the 
cost  of  raw  materials  and  parts. 
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automobile  an  almost  instantaneous  success.  The  brothers  capital- 
ized their  auto  company  at  $5,000,000  (all  cash  paid  in  and  all  sup- 
plied by  John  Dodge  and  Horace  Dodge),  built  an  excellent  car, 
which  they  priced  at  $785,  and  got  into  business  just  in  time  to 
capitalize  on  the  war  boom. 

General  Motors  Again 

While  Ford  was  running  away  from  the  rest  of  the  automobile 
industry,  General  Motors  was  giving  every  appearance  of  standing 
still.  Storrow  and  his  fellow  bankers  were  not  in  the  least  con- 
cerned with  production  records,  at  least  not  until  after  they  had 
disposed  of  some  of  the  debris  inherited  from  Durant.  Three  truck 
companies  were  consolidated  into  one,  and  the  Oakland  was  con- 
tinued as  a  going  concern.  The  rest  of  Durant's  more  speculative 
additions  were  rapidly  written  off  the  books.  By  1912  General 
Motors  was  producing  only  the  Buick,  the  Cadillac,  the  Oldsmobile, 
and  the  Oakland. 

Storrow  also  squeezed  a  little  of  the  water  out  of  General  Motors 
stock  by  taking  $16,800,000  off  Durant's  valuation  of  plant,  inven- 
tory, and  goodwill.  In  191 1,  General  Motors  production  dropped 
from  39,000  cars  to  35,000  cars  and  profits  fell  from  $10,255,000  to 
$4,066,000.  But  no  creditors  were  knocking  at  the  door,  no  bundles 
of  stock  were  being  issued  for  doubtful  assets,  and  there  were  no 
deadhead  motorcars  in  the  General  Motors  line. 

During  this  period  the  policies  of  General  Motors  were  de- 
termined by  Storrow,  but  the  cars  were  built  under  the  direction  of 
Charles  W.  Nash,  one  of  the  very  few  auto  manufacturers  who 
appreciated  the  importance  of  keeping  a  corporation  well  supplied 
with  ready  cash.  Perhaps  Nash's  realization  of  the  value  of  a  dollar 
resulted  from  the  fact  that  he  really  was  a  poor  boy  who  had  come 
up  the  hard  way.  When  Nash  was  six  years  old,  he  was  "bound 
out"  to  a  Michigan  farmer.  He  was  to  work  on  the  farm  for  fifteen 
years,  to  get  board  and  room  but  no  wages,  and  to  be  rewarded  at 
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the  age  of  twenty-one  with  $ioo  and  three  suits  of  clothes.  It  was 
a  long  sentence,  but  Nash  did  not  serve  out  his  term.  At  the  age  of 
twelve,  he  ran  away  from  the  farm  and  got  a  job,  at  $9  a  month, 
as  a  carpenter's  apprentice.  For  the  next  nine  years  he  divided  his 
time  between  wdnter  work  as  a  carpenter  and  summer  work  as  a 
farm  hand. 

At  twenty-one,  now  married,  Nash  was  manager  of  a  farm  near 
Flint.  He  got  $20  a  month,  a  house  to  live  in,  and  free  milk.  Out 
of  his  first  year's  wages  ($240)  he  saved  $150.  But  farm  life  was 
hard  on  Mrs.  Nash,  so  Nash  moved  to  Flint.  For  a  while  he  clerked 
in  a  grocery  store.  Then  he  became  a  trimmer  for  Durant's  wagon 
company  at  a  wage  of  $1  a  day.  He  worked  up  to  the  position  of 
plant  superintendent,  and  when  Durant  went  into  the  automobile 
business,  Nash  went  along  with  him.  After  Durant's  disregard  for 
working  capital  drove  General  Motors  into  banking  hands,  Nash 
became  head  of  the  Buick  company  and  then  president  of  General 
Motors  itself.  But  he  never  cultivated  delusions  of  grandeur,  and  the 
value  of  a  dollar  always  remained  deeply  rooted  in  his  mind. 

It  was  from  Nash  that  Walter  Chrysler  got  his  first  automobile 
job,  although  Chrysler  says  that  he  went  to  Nash  at  Storrow's  sug- 
gestion.^ At  that  time  (1911)  Chrysler  was  works  manager  for  the 
American  Locomotive  Company  at  a  salary  of  $12,000  a  year.  Nash 
told  Chrysler  that  although  a  long-established  railroad-equipment 
company  might  be  able  to  afford  such  salaries,  they  were  not  com- 
patible with  the  young  and  struggling  auto  business.  As  a  matter  of 
fact,  the  auto  business  was  already  distinguishing  itself  for  large 
bonuses  paid  to  executives,  but  it  is  true  that  such  donations  were 
not  being  made  by  Nash.  Nash  offered  to  make  Chrysler  works 
manager  of  the  Buick — at  a  salary  of  f6,ooo  a  year. 

Three  years  later  Chrysler  (still  making  $6,000  a  year)  burst  into 
Nash's  office  with  the  announcement  that  unless  his  pay  was  raised 
to  $25,000  a  year,  he  would  quit.  Chrysler  had  a  tendency  to  suffer 

"Sec  Walter  P.  Chrysler  and   Boyden  Sparks,   Autobiography  of  an   American 
WorI{man,  privately  printed,   1937. 
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in  silence  for  a  long  time  but  to  act  drastically  when  his  patience 
wore  out.  But  Nash,  who  never  carried  frugality  to  the  point  of 
folly,  made  no  objection  to  paying  the  $25,000,  and  Chrysler  stayed 
on.  When  Nash  became  head  of  General  Motors,  Chrysler  became 
president  of  Buick. 

Storrow  and  Nash  were  widely  criticized  as  ultraconservative, 
and  certainly  neither  was  a  dashing  figure  in  comparison  to  Durant. 
In  1914,  however,  Nash  made  58,987  automobiles  and  took  in  $85,- 
373,000.  The  net  income,  however,  was  held  to  $7,810,000,  chiefly 
because  General  Motors  had  a  great  many  nonoperating  expenses 
to  pay.  By  1915  (when  the  voting  trust  on  which  the  bank- 
ing management  depended  was  to  expire)  General  Motors  had  re- 
duced notes  and  accounts  payable  from  $14,000,000  (in  1910)  to 
$1,000,000;  had  paid  off  nearly  $13,000,000  of  the  $15,000,000  note 
issue;  and  had  left  about  $30,000,000  of  undivided  profits  in  the 
corporation's  treasury.  But  no  common-stock  dividends  had  been 
declared,  and  many  of  the  large  holders  of  the  common  (which  of 
course  was  the  voting)  stock  considered  the  Storrow-Nash  manage- 
ment as  narrow-minded,  shortsighted,  and  nickel-nursing,  and 
missed  the  rapid  growth  and  freehanded  financing  of  the  Durant 
regime. 

Durant,  although  still  a  General  Motors  director,  had  bought  con- 
trol of  a  small  automobile  company  which  made  a  car  called  the 
Chevrolet.  The  new  General  Motors  management  did  not  think 
about  Durant  very  often.  But  Durant  thought  about  General  Motors 
a  good  deal. 

The  Growth  of  the  Industry 

The  period  between  1910  and  1914  is  commonly  looked  back  upon 
as  a  period  of  great  automobile  expansion.  It  would  be  better  de- 
scribed as  a  period  of  great  Ford  expansion.  The  rest  of  the  in- 
dustry showed  no  sensational  increase  in  its  sales.  The  1910-14  out- 
put (including  Fords)  was: 
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Automobile  Production  1910-1914 

1910  181,000 

191 1  199,000 

1912  356,000 

1913  461,000 

1914  548,000 

These  are  very  fine  figures,  but  they  are  less  impressive  v^hen 
divorced  from  the  Ford  output.  Minus  the  Model  T,  the  1910-14 
production  was: 

Automobile  Production  Other  Than  Fords  1910-1914 

1910  163,000 

191 1  166,000 

1912  278,000 

1913  293,000 

1914  300,000 

The  non-Ford  industry  showed  virtually  no  increase  in  191 1  over 
1910  or  in  1914  over  1913.  While  Ford's  output  was  increasing  by 
230,000  cars,  the  output  for  the  rest  of  the  industry  was  increasing 
by  only  147,000  cars. 

In  1914,  the  auto-buying  public  paid  about  $500,000,000  for  its  cars. 
Since  1900,  the  annual  automobile  bill  had  multiplied  one  hundred 
times.  The  American  people  could  still  afFord  to  buy  as  many  auto- 
mobiles as  the  auto  industry  could  manufacture,  yet  except  for  the 
Ford  company,  the  auto-maker  sold  in  1914  only  22,000  cars  more 
than  he  had  sold  in  1912.  Furthermore,  the  motorcar  registrations — 
that  is,  the  number  of  cars  in  use — was  no  longer  only  a  fraction  of 
I  per  cent  of  the  population,  and  was  becoming  a  very  significant 
percentage  of  the  number  of  families.  At  the  close  of  1914,  there 
were  1,711,000  automobiles  in  the  United  States.  About  i  person 
in  every  58  had  an  automobile,  and  about  i  family  in  every  14 
owned  a  car.  And  it  is  doubtful  whether  in  1914  many  of  the  other 
13  families  were  able  to  buy  a  car. 
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Our  national  income  was  still  comparatively  small;  we  had  not 
yet  become  a  nation  of  installment-plan  buyers;  and  most  of  the 
cars  other  than  the  Model  T  were  selling  in  the  f  i,ooo-and-up  class. 
Before  the  automobile  industry  as  a  whole  could  cultivate  a  mass 
market  it  was  necessary  either  that  the  price  of  the  automobile 
should  go  down  or  that  the  purchasing  power  of  the  masses  should 
go  up.  Fortunately  for  the  automobile  manufacturer,  the  World 
War  of  1914-18  resulted  in  a  war  boom  during  which  purchasing 
power  was  driven  upward  to  heights  which  no  one  had  previously 
thought  possible.  It  was  not  the  automobile  industry  that  brought 
about  the  first  1,000,000-car  year.  It  was  the  war  in  Europe  and  the 
resulting  war  boom  in  the  United  States. 


The  Concentration  of  the  Industry 

Before  discussing  the  automobile  industry  in  the  war  boom,  it  is 
desirable  to  draw  a  distinction  between  the  number  of  makes  of 
automobile— which  was  very  large — and  the  number  of  makes 
which  reached  a  position  of  economic  importance — which  was  very 
small.  The  automobile  industry  was  never  a  struggle  between 
several  hundred — or  even  one  hundred — competitors  of  roughly 
equal  size  and  strength.  The  distinguishing  characteristic  of  most 
of  the  early  automobiles  is  not  that  they  are  now  forgotten,  but  that 
they  were  never  well  known.  Probably  there  has  never  been  any 
year  in  automobile  history  in  which  there  were  as  many  as  twenty 
producers  with  an  output  of  as  many  as  10,000  cars  a  year.  It  is 
true  that  hundreds  of  manufacturers  did  go  into  the  automobile 
business.  But  most  of  them  lived  so  briefly  and  so  obscurely  that 
neither  their  coming  nor  their  departure  was  a  matter  of  any  mo- 
ment. Almost  from  its  early  Oldsmobile  period,  the  history  of  the 
automobile  industry  has  been  the  history  of  not  more  than  twenty 
companies,  who  have  accounted  for  at  least  95  per  cent  of  the  total 
output  of  automobiles. 

The  concentration  of  auto  production  is  illustrated  by  a  study  of 
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Massachusetts  registrations  in  1916/  At  the  beginning  of  1916,  there 
were  approximately  100,000  automobiles  in  Massachusetts.  Of  these 
automobiles,  66,255 — two-thirds  of  the  total — were  divided  among 
twelve  leading  manufacturers.  The  twelve  leaders,  and  their 
registrations,  were: 

Massachusetts  Cars  of  Major  Makes  1916 

Ford    25,900 

Buick     7,919 

Cadillac     5,812 

Overland     5,122 

Studebaker    3,57o 

Maxwell    3,386 

Hudson  3,1 19 

Packard     3,102 

Chalmers     2,495 

Metz    2,031 

Reo    2,005 

Pierce-Arrow    Ij794 

Among  the  next  seven  in  order  of  popularity  (Stevens-Duryea, 
Oakland,  Jeffery,  White,  Hupp,  Pope,  and  Stanley)  there  were 
8,258  registrations.  So  the  first  nineteen  manufacturers  had  74,513 
registrations,  or  almost  exactly  3  cars  out  of  every  4. 

The  remaining  25,000  automobiles  included  no  less  than  657 
makes,  most  of  which  were  no  longer  being  produced.  They  were 
divided  as  follows: 

Massachusetts  Cars  of  Minor  Makes  19 16 

Maizes  Number  of  Cars  Each 

16  500  to  1,000 

19  200  to     500 

26  100   to        200 

32  50   to        100 

41  25  to       50 

59  10  to       25 

62  5  to       10 


''Automotive  Industries.  Feb.  24,  191 6. 
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Makes 

Number  of  Cars  Each 

29 

4 

31 

3 

70 

2 

272 

I 

There  were,  then,  676  makes  o£  cars  in  Massachusetts  in  1916. 
Allowing  for  cars  that  had  made  no  Massachusetts  sales  by  1916,  or 
that  had  become  extinct  in  Massachusetts  by  that  time,  it  is  safe  to 
say  that  from  1892  to  19 16  at  least  700  makes  of  automobile  had 
been  put  on  the  American  market.  There  were  84  automobile  man- 
ufacturers who  exhibited  at  the  National  Automobile  Show  in  1916 
— and  nearly  everyone  (except  Ford)  who  made  an  automobile  was 
represented  in  the  show.  In  round  numbers,  however,  let  us  say  that 
there  were  100  automobile  manufacturers  in  1916.  Since  the  Massa- 
chusetts figures  show  that  at  least  700  manufacturers  put  a  car  on 
the  market  at  some  time  before  19 16,  it  follows  that  600  of  them 
must  have  not  only  appeared  but  disappeared  as  well.  Thus  the 
mortality  in  the  automobile  industry  was  extremely  high. 

But  this  mortality  was  largely  an  infant  mortality.  It  is  a  reason- 
able conclusion  that  the  272  manufacturers  who  had  only  one  car  in 
Massachusetts  in  1916  could  never  have  had  many  cars  anywhere  at 
any  time.  The  same  reasoning  holds  good  with  respect  to  the  192 
manufacturers  who  suppHed  from  2  to  10  units  in  the  1916  Massa- 
chusetts census.  And  even  the  132  manufacturers  with  from  10  to 
100  Massachusetts  cars  in  1916  were  probably  never  outstanding  ele- 
ments in  the  motorcar  field. 

There  are  today  only  three  automobile  manufacturers  (General 
Motors,  Ford,  and  Chrysler)  whose  position  can  be  considered  at  all 
robust.  From  an  economic  standpoint,  the  history  of  the  auto  busi- 
ness is  the  history  of  how  almost  the  entire  output  of  the  industry  fell 
into  these  three  strong  hands.  But  the  position  of  the  industry  today 
should  not  be  contrasted  with  its  position  in  some  quite  mythical 
period  in  which  hundreds  of  makes  of  automobiles  rolled  merrily 
along.  The  competitive  aspects  of  the  industry  are  not  illustrated  by 
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the  failure  of  several  hundred  companies  which  never  were  of  any 
importance  except  in  their  owners'  eyes.  Automotive  competition — 
and  concentration — is  illustrated  by  the  almost  complete  collapse 
during  the  1930's  of  from  15  to  20  manufacturers  whose  profits  av- 
eraged from  $1,000,000  to  $20,000,000  a  year  (each)  during  the  later 
1920's,  and  who  in  their  best  years  put  in  the  neighborhood  of 
1,000,000  cars  per  year  on  the  road. 

It  is  not  so  long  since  Willys-Overland,  Hudson,  Dodge,  Stude- 
baker,  Nash,  Durant  Motors,  and  Maxwell  were  each  making  from 
100,000  to  250,000  cars  a  year;  when  Packard,  Peerless,  Pierce-Arrow, 
Hupp,  Reo,  Chandler,  Franklin,  Paige,  Marmon,  Moon,  and  a  few 
others  were  turning  in  highly  satisfactory  profits,  although  they 
never  aspired  to  the  mass-production  field.  It  is  with  the  fortunes  of 
these  companies— and  of  General  Motors,  Ford,  and  Chrysler— that 
this  book  is  largely  concerned.  As  for  the  bulk  of  the  automobile 
companies,  from  the  A.B.C.  and  the  Abbott  to  the  Zimmerman  and 
the  Zip,  most  of  them  now  have  hardly  more  than  an  antiquarian 
interest,  and  their  significance  was  never  great. 
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The  War  Boom  19144919 


THE  War  of  1914-18  made  a  profound  change  in  American 
economy.  During  the  period  from  1910  to  1914,  American  in- 
dustry was  not  passing  through  any  period  of  rapid  expansion.  In 
1914  itself,  business  was  definitely  in  a  slump,  with  conservative  cir- 
cles applying  to  Woodrow  Wilson's  "New  Democracy"  a  few  of  the 
milder  epithets  that  they  later  applied  to  Frankhn  Roosevelt's  New 
Deal.  Even  the  young  automobile  business  was,  as  we  have  just  seen, 
expanding  chiefly  because  of  Ford's  expansion.  The  tempo  of  Amer- 
ican industry  seemed  to  be  slowing  down,  just  as  the  tempo  of  Brit- 
ish industry  had  been  slowing  down  since  the  closing  years  of 
Victoria's  reign. 

The  war,  however,  changed  all  that.  It  made  big  companies  out 
of  little  companies  and  it  made  enormous  companies  out  of  big 
companies.  In  191 0,  the  net  income  of  American  corporations  was 
$3,326,000,000.  In  1914,  it  was  $3,617,000,000,  an  increase  of  only 
about  9  per  cent  in  four  years.  For  the  next  three  years,  however, 
the  movement  was  perpendicularly  upward: 

Net  Income  of  United  States  Corporations  1914-1917^ 
(before  Federal  tax) 

1914  $3,617,000,000 

1915  5,184,000,000 

1916  8,765,000,000 

1917  10,730,000,000 

The  net  income  of  251  large  corporations,  from  being  $415,000,000 
in  1914,  rose  to  $1,774,000,000  in  1917.  The  number  of  those  who 

^  David  Friday,  Profits,  Wages  and  Prices,  Harcourt  Brace,  1921. 
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were  paying  income  taxes  on  incomes  o£  more  than  $3,000  a  year 
rose  from  357,000  in  1914  to  993,000  in  1917.  Even  the  1929  net  in- 
come of  all  corporations  was  about  $1,500,000,000  less  than  the  1917 
figure. 

After  this  country  entered  the  war,  Federal  price-control  and  war 
taxes  took  some  of  the  edge  off  corporate  profits.  But  the  expansion 
of  business  activity  was  greatly  accelerated  by  our  participation  in 
the  war.  The  following  table  shows  the  dollar  income  of  American 
corporations  from  1916  through  1920: 

Income  of  United  States  Corporations  1916-1920 

1916  $  35,200,000,000 

1917   84,600,000,000 

1918   86,400,000,000 

1919   99,800,000,000 

1920  118,100,000,000 

Notice  how  much  the  income  figures  increased  after  the  war  was 
over.  There  was  not  a  corresponding  postwar  increase  in  output;  the 
larger  dollar  figures  reflect  chiefly  a  pronounced  increase  in  prices. 
It  was  the  runaway  prices  of  1919-20  that  finally  broke  the  back  of 
the  war  boom.  But  in  the  meantime  the  amount  of  money  in  circu- 
lation had  expanded  to  a  previously  unthought-of  amount. 

In  1916,  the  American  corporations  took  in  about  $350  per  capita 
— that  is,  each  inhabitant  of  the  United  States  spent  an  average  of 
$350  on  the  goods  that  corporations  sold.  In  1920,  the  corporate  in- 
come was  about  $1,100  per  capita — that  is,  the  "average"  person  was 
spending  $1,100  on  the  things  the  corporations  had  for  sale.  The 
income  of  corporations  had  more  than  tripled  in  five  years'  time. 

Furthermore,  the  farmer  and  the  workingman  got  a  very  consid- 
erable portion  of  the  new  wealth  created  by  the  war.  The  value  of 
farm  products  went  from  $9,895,000,000  in  1914  to  $22,480,000,000  in 
1918.  In  the  1910  census,  farm  property  was  valued  at  $40,000,000,- 
000;  in  the  1920  census,  it  was  valued  at  $77,000,000,000.  Thus  dur- 
ing the  war  boom  the  value  of  the  American  farm  virtually  doubled. 
And  some  6,250,000  American  farm  families  went  through  by  far 
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the  most  prosperous  period  in  the  history  of  agriculture.  Indeed,  it 
was  one  of  the  very  few  periods  during  which  the  farmer  had  con- 
siderable cash  money  left  after  getting  in  his  crops  and  paying  out 
his  expenses. 

The  income  of  the  factory  worker  was  also  greatly  multiplied. 
During  the  five  years  ending  with  1914,  the  American  manufactur- 
ing industry  had  shown  little  increase  in  either  jobs  or  wages.  In 
1909,  the  American  manufacturers  employed  6,615,000  workers. 
They  paid  them  a  wage  of  $3,427,000,000.  The  average  factory  pay 
in  1909  was  about  $520  a  year,  or  $10  a  week. 

In  1914,  the  American  manufacturers  employed  6,896,000  workers. 
There  were  only  103  jobs  in  1914  for  every  100  jobs  in  1909.  The  1914 
pay  roll  was  $4,067,000,000,  which  was  about  $600  per  man  per  year, 
or  an  average  wage  of  $12  a  week.  It  was  no  wonder  that  Ford  was 
the  only  auto-maker  who  was  making  big  sales  increases  during 
these  years. 

But  conditions  in  the  postwar  world  were  very  different.  In  1919, 
the  American  manufacturers  employed  9,000,000  workers.  This  was 
an  increase  of  more  than  2,000,000  since  1914.  There  were  130  jobs 
in  1919  for  every  100  jobs  in  1914. 

Furthermore,  the  1919  pay  roll  was  $10,461,000,000.  This  is  the 
most  significant  figure  of  all.  The  1919  manufacturing  wages  were 
two  and  one-half  times  the  1914  manufacturing  wages.  The  increase 
from  1914  to  1919  was  considerably  greater  than  the  1914  total.  The 
average  wage  was  $1,160  a  year,  or  almost  $25  a  week.  True,  $25  a 
week  is  far  from  a  fortune— but  it  was  more  than  twice  what  the 
factory  worker  was  averaging  at  the  beginning  of  the  war. 

To  be  sure,  income  increases  were  not  net  increases,  as  prices  were 
also  going  through  a  rapid  advance.  Persons  living  on  fixed  incomes 
were  losers  on  the  war  boom.  And  toward  the  end  of  the  period, 
real  wages  were  not  much  greater  than  they  had  been  at  the  begin- 
ning. Yet  industry  came  out  of  the  war  boom  in  a  gready  expanded 
condition,  and  the  total  buying  power  of  the  population  was  greatly 
— and  permanently — increased. 
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As  might  have  been  expected,  the  auto  manufacturer  was  a  major 
beneficiary  of  the  war  boom.  It  took  the  automobile  industry  from 
1900  to  1914  to  reach  an  output  of  500,000  cars  a  year.  In  1915,  it 
barely  missed  an  output  of  1,000,000  cars  and  in  1916  it  left  the 
1,500,000-car  mark  considerably  behind  it.  Thus  nearly  thirty  years 
of  progress,  at  the  prewar  rate,  was  compressed  into  two  years'  time. 

The  output  and  wholesale  value  (that  is,  the  manufacturer's  in- 
come) of  the  1914-16  automobile  was : 

Automobile  Production  1914-1916 

Cars  Wholesale  Value 

1914     569,000  $    458,957,000 

1915     969.930  701,778,000 

1916     1,617,000  1,082,000,000 

Here  the  most  significant  figure  is  the  1 1,082,000,000  wholesale 
value  of  1916.  Measured  by  its  income,  the  automobile  industry  had 
now  become  a  $i,ooo,ooo,ooo-dollar  business.  But  it  had  not  been 
even  a  $50o,ooo-business  in  1914.  The  retail  cost  of  the  1916  auto- 
mobiles was  in  the  neighborhood  of  $1,300,000,000.  Whatever  may 
have  been  the  ratio  between  higher  incomes  and  a  higher  cost  of 
living,  or  to  whatever  extent  the  national  standard  of  living  may 
have  increased,  it  is  evident  that  the  people  had  $1,300,000,000  to 
spend  on  automobiles  in  1916,  and  that  they  had  never  possessed  any 
such  automobile  spending  money  before.  Or,  to  put  the  same  propo- 
sition in  different  terms,  the  number  of  people  who  could  afford  to 
buy  automobiles  in  1916  was  about  1,000,000  greater  than  the  num- 
ber who  could  afford  to  buy  automobiles  in  1914. 

Nor  was  the  1914-16  expansion  dominated  by  the  Ford  Motor 
Company.  It  is  true  that  Ford  did  very  well.  In  1916,  he  sold  534,000 
automobiles  against  264,000  in  1914,  two  cars  in  1916  to  one  in  1914. 
But  the  remainder  of  the  industry  more  than  tripled  its  sales,  selling 
1,083,000  cars  in  1916  against  300,000  in  1914.  Ford  sold  about  two- 
fifths  of  the  1914  cars,  but  only  one-third  of  the  1916  cars. 

Part  of  the  prosperity  of  the  1914-16  period  resulted  from  the  fact 
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that  auto  prices  were  going  down  while  popular  income  was  going 
up.  Ford  had  continued  to  apply  his  more-volume,  less-price  form- 
ula, with  the  result  that  in  1916  he  got  the  Model  T  down  to  the 
remarkably  low  figure  of  $360.  (He  also  made  $59,000,000  in  1916 
against  $30,000,000  in  1914.)  But  other  manufacturers  were  also  cut- 
ting their  prices,  partly  because  of  their  increased  volume  but  more 
because  of  increased  competition.  Willys,  who  came  closest  to  fol- 
lowing Ford's  technique  of  progressive  price  reductions,  brought 
the  Willys-Overland  from  $950  in  1914  to  $750  in  1916.  He  sold  140,- 
000  Willys-Overlands  in  1916  against  45,000  in  1914. 

The  Packard  also  furnished  an  example  of  meeting  a  rising  mar- 
ket with  a  falling  price.  Even  before  1914,  Packard  was  making  a 
$3,500  car,  although  the  $5,000  models  were  still  being  produced. 
But  sales  had  become  almost  stationary.  In  1914,  Packard  sold  only 
4,415  cars,  compared  to  4,318  in  1910.  The  1914  profit  was  a  little 
over  $1,000,000.  Then  Joy  put  through  a  series  of  radical  price  cuts 
which  brought  the  price  of  the  average  Packard  down  to  about 
$2,500.  And  in  1916  he  sold  18,572  Packards  and  cleared  $6,206,000 
on  the  year.  In  1916,  Joy  retired  from  active  leadership  of  the  com- 
pany, with  Alvin  Macauley  taking  his  place. 

Although  the  industry  was  rapidly  expanding  its  capacity,  the 
production  of  automobiles  could  not  keep  up  with  the  demand  for 
them.  In  November,  1915,  for  example,  Hugh  Chalmers  harangued 
a  convention  of  six  hundred  Chalmers  dealers  so  effectively  that  in 
forty  minutes  he  took  orders  for  his  entire  1916  schedule  of  13,000 
cars,  at  a  wholesale  price  of  $22,000,000.  That  was,  no  doubt,  sales- 
manship. But  it  was  also  war.^ 

'  Chalmers  was  a  typical  wartime  sensation,  perhaps  the  more  so  because  neither 
his  car  nor  his  reputation  long  survived  the  war  boom.  In  1907,  at  the  age  of 
twenty-eight,  Chalmers  was  sales  manager  of  the  National  Cash  Register  Company 
at  a  salary  of  $72,000  a  year.  This  salary,  a  living  wage  at  any  period,  was  in  the 
stupendous  category  for  a  twenty-eight-year-older  in  1907.  Chalmers  was  persuaded 
to  lend  his  selling  talent  to  the  auto  industry,  and  was  soon  at  the  head  of  a  com- 
pany bearing  his  name.  But  he  was  better  at  selling  cars  than  at  making  them.  After 
the  war,  he  overexpanded  his  business  and  underpowered  his  car.  The  Chalmers 
was  merged  with  the  Maxwell,  another  postwar  cripple,  and  both  finally  disappeared 
into  the  Chrysler  Corporation  in  1924. 
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Financial  figures  for  the  industry  during  this  period  are  incom- 
plete, as  many  companies  were  still  privately  owned  and  did  not  re- 
lease income  or  profit  figures.  Most  of  the  larger  companies,  how- 
ever, reported  their  earnings,  especially  in  periods  when  the  earnings 
were  good.  In  1916,  Ford,  with  his  $59,000,000  profit,  was  by  a  wide 
margin  the  profit  leader.  General  Motors,  which  made  $28,812,000, 
was  firmly  in  second  place.  Seven  major  "independents"  (a  totally 
meaningless  but  nevertheless  convenient  term  for  automobile  com- 
panies other  than  General  Motors  and  Ford)  cleared  about  $40,000,- 
000,  including  $6,200,000  for  Packard,  $6,744,000  for  Dodge,'  and 
$8,611,000  for  Studebaker.  The  nine  major  companies  made  $127,- 
000,000.  They  also  produced  more  than  1,000,000  of  the  1,600,000 
cars  turned  out  during  the  year.  It  is  impossible  to  say  what  the 
ninety-odd  other  manufacturers  made  on  their  600,000  automobiles. 
But  it  is  conservative  to  estimate  the  industry's  profit  at  $150,000,000 
for  the  year. 

Henry  Ford's  Difficulties 

While  the  automobile  industry  was  expanding  so  rapidly  and  so 
profitably,  Ford  and  General  Motors  were  going  through  a  period 
of  internal  strife  and  personal  difficulties.  Ford  had  two  kinds  of 
trouble — that  which  he  brought  upon  himself  and  that  which  came 
to  him  chiefly  from  the  Dodges.  Ford's  self -created  problems,  which 
were  more  spectacular  than  significant,  resulted  from  his  inability  to 
confine  his  activities  to  the  automotive  field.  The  Dodge  trouble  was 
an  unavoidable  by-product  of  Ford's  legitimate  expansion.  The 
struggle  at  General  Motors  resulted  from  the  fact  that  Durant, 
though  down,  was  by  no  means  out;  and  from  the  unpopularity  of 
the  bankers  who  had  taken  over  control  of  General  Motors. 

Ford's  nonautomotive  activities  have  not  much  place  in  the  eco- 
nomic development  of  the  automobile.  At  any  rate,  they  have  been 

^  The  Dodge  figure  is  the  surplus  increase  for  the  year;  during  the  lifetime  of  the 
Dodge  brothers  the  company  did  not  report  an  income  statement. 


THE  WAR  BOOM  gi 

fully  described  in  several  studies  of  Henry  Ford.*  In  November, 
1915  Ford  chartered  the  steamship  Oscar  U  and  sailed  to  Europe  to 
stop  the  v^^ar  by  Christmas.  The  Oscar  II  eventually  returned  (minus 
Ford,  who  abandoned  ship  at  Copenhagen,  the  first  stop),  and  the 
war  continued.  In  19 16  Ford,  still  antiwar,  referred  to  soldiers  as 
"murderers."  He  was  called  an  anarchist  by  the  Chicago  Tribune, 
which  was  already  beating  the  preparedness  tomtom.  Ford  sued 
the  Tribune  for  libel,  which  was  an  error  of  judgment,  as  when  the 
suit  finally  came  to  trial  (in  1919)  it  turned  into  a  Roman  holiday, 
with  Ford  the  chief  victim.  On  the  witness  stand,  Ford  confused  the 
American  Revolution  with  the  War  of  1812  and  Benedict  Arnold 
with  Arnold  Bennett  (at  any  rate,  he  identified  Benedict  Arnold  as 
a  writer).  He  said  that  "ballyhoo"  was  an  expression  meaning 
"blackguard."  Ford  also  repeatedly  refused  to  read  aloud  various 
documents  handed  him  by  the  Tribune  lawyers,  despite  the  implied 
reflection  upon  his  ability  to  read  at  all." 

In  191 8,  Ford  entered  both  the  Democratic  and  the  Republican 
primaries  for  the  United  States  Senate;  he  won  the  Democratic 
nomination,  but  lost  the  Republican  nomination  to  Truman  New- 
berry. Newberry  was  Henry  Joy's  (Packard)  brother-in-law  and 
had  been  Secretary  of  the  Navy  in  Theodore  Roosevelt's  second 
cabinet.  In  the  November  election,  Newberry  defeated  Ford  by  the 


*Such  as  Charles  Merz,  And  Then  Came  Ford,  Doubleday,  Doran,  1929,  and 
John  North  Leonard,  The  Tragedy  of  Henry  Ford,  Loring  and  Mussey,  1935.  The 
best  description  of  Ford  during  the  1915-20  period  was  written  by  Dean  Samuel  S. 
Marquis,  the  book  already  referred  to.  Marquis  was  the  pastor  of  the  church  which 
Ford  and  Mrs.  Ford  attended.  Dean  Marquis  accompanied  Ford  on  the  peace  ship  (an 
expedition  of  which  Marquis  heartily  disapproved)  and  managed  to  bring  Ford  back 
alive  from  that  hectic  episode.  The  Dean  then  became  head  of  Ford's  "sociological 
department"  and  remained  with  the  Ford  Motor  Co.  until  the  great  exodus,  which 
took  place  during  the  1920-21  crisis.  He  therefore  writes  from  firsthand  informa- 
tion, and  his  criticisms  are  the  more  effective  because  they  are  expressed  with  such 
clerical  restraint.  The  Ford-Newberry  affair  is  exhaustively  discussed  in  Spencer 
Ervin's  Henry  Ford  versus  Truman  F.  Newberry,  R.  R.  Smith,  1935. 

"One  of  Ford's  most  friendly  biographers,  Allen  Benson,  in  The  New  Henry 
Ford,  Funk  &  Wagnalls,  1923,  reproduces  a  facsimile  of  a  factory  pass  in  Ford's 
handwriting,  the  reproduction  being  made  with  the  avowed  intention  of  proving  that 
Ford  can  write. 
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very  close  count  of  220,054  to  212,487.  Ford  carried  Wayne  County 
(Detroit),  which  was  normally  RepubHcan,  by  30,000  votes. 

Newberry's  election  was  contested  on  the  ground  that  he  had 
spent  too  much  money  in  being  elected.  The  United  States  Senate 
came  close  to  unseating  Newberry,  but  finally  accepted  him  under  a 
vote  of  censure.  Ervin  (see  footnote  above)  says  that  the  excitement 
was  chiefly  a  by-product  of  the  League  of  Nations  battle,  as  the 
Republican  margin  in  the  1919  Senate  was  only  two  votes  and  in- 
cluded such  unpredictable  Senators  as  Norris,  Borah,  Capper,  John- 
son, La  Follette,  Ladd,  and  Norbeck.  Late  in  1921,  Newberry— fac- 
ing another  battle  in  the  1922  Senate — resigned  his  seat  and  James 
Couzens  was  appointed  to  fill  the  vacancy.  By  that  time,  however, 
Couzens  had  ended  his  connection  with  the  Ford  Motor  Company. 
He  and  Ford  had  disagreed  on  the  preparedness  and  war  questions, 
so  the  Couzens  appointment  was  not  designed  as  consolation  for 
Ford.  Ford  attributed  his  defeat  to  the  machinations  of  Wall  Street, 
which,  he  said,  was  opposed  to  Woodrow  Wilson  and  him. 

All  these  matters  certainly  have  their  importance,  but  they  have 
presumably  had  no  efFect  upon  the  history  of  the  automobile  or 
upon  the  history  of  the  Model  T.  Even  Ford's  retreat  from  Detroit 
and  retirement  to  Dearborn  was  occasioned  more  by  automotive 
than  by  personal  problems.  And  although  Ford's  disposition  was 
probably  not  improved  by  the  peace  ship,  the  Tribune  suit,  and  the 
Newberry  election,  his  ego  was  much  more  rudely  shocked  by  a 
series  of  unexpected  difficulties  encountered  in  his  own  proper 
sphere. 

You  will  remember  that  the  Dodges  had  cut  loose  from  Ford  in 
1914.  Their  departure  turned  Ford's  mind  toward  the  construction 
of  a  completely  integrated  automobile  plant  in  which  he  could  be 
independent  (if  necessary)  of  the  parts-maker.  In  1916  a  rapid  rise 
in  the  cost  of  raw  materials — particularly  steel — suggested  the  wis- 
dom of  becoming  independent  of  the  supplier  of  materials  as  well. 
Selecting  a  site  at  the  mouth  of  the  River  Rouge — well  outside  De- 
troit and  near  his  native  Dearborn — Ford  planned  the  building  of 


THE  WAR  BOOM  95 

an  enormous  cluster  of  factories  which  would  include  blast  furnaces 
and  a  rolling  mill  as  well  as  the  equipment  more  commonly  found 
in  automobile  plants.  When  the  Rouge  plant  was  finished,  Ford 
would  be  protected  from  any  repetition  of  the  Dodge  incident  and 
might  also  be  able  to  make  a  very  considerable  saving  in  his  produc- 
tion costs. 

The  investment  in  the  Rouge  plant  would  riin  into  many  millions 
of  dollars,  but  the  Ford  Motor  Company  now  had  the  money  to 
spend.  Even  Ford,  however,  could  not  put  up  the  Rouge  factory 
without  either  borrowing  money  or  cutting  his  dividends.  To  Ford, 
there  was  no  question  about  which  course  to  adopt.  He  never  had 
borrowed  any  money  and  he  already  had  a  strong  prejudice  against 
bankers.  Also,  he  was  a  millionaire  several  times  over  and  did  not 
need  his  dividends  to  live  on. 

Up  to  this  point.  Ford  had  paid  ample,  although  not  extravagant, 
dividends.  From  1906  (when  Ford  became  the  majority  stock- 
holder) through  1915,  the  Ford  Motor  Company  had  made  $110,- 
000,000.  Out  of  this  $110,000,000,  cash  dividends  of  $52,000,000  had 
been  declared.  In  1915  alone  the  company  had  paid  a  dividend  of 
$16,200,000.  It  would  appear  that  the  minority  stockholders,  particu- 
larly in  view  of  their  microscopic  original  investments,  should  have 
been  more  than  satisfied.  In  1916,  however.  Ford  paid  a  dividend 
of  only  $3,200,000  out  of  a  $59,000,000  profit  and  announced  that 
future  dividends  would  be  restricted  until  the  Rouge  plant  was 
built. 

Whereupon  the  minority  stockholders  put  up  a  terrible  lament. 
Most  of  them  never  had  grasped  the  theory  of  selling  cars  for  as 
little  as  possible  instead  of  for  as  much  as  possible.  When  (in  Aug- 
ust, 1916)  Ford  cut  the  price  of  the  Model  T  from  $440  to  $360,  the 
combination  of  the  cut  price  and  the  cut  dividend  was  very  badly 
received.  A  reduction  of  $80  a  car  would  amount  to  $40,000,000  on 
500,000  cars.  If  Ford  was  set  upon  building  a  big  new  plant  some- 
where out  in  the  country,  he  could  certainly  raise  the  money  for  it  by 
keeping  up  the  price  of  the  Model  T.  It  was  rumored  that  Ford  ex- 
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pected  eventually  to  sell  no  less  than  1,000,000  cars  a  year  and  to  sell 
them  at  $250  each.  To  the  less  imaginative  stockholders,  such  a  vol- 
ume was  fantastic  and  such  a  price  was  ridiculous.  Ford  eventually 
did  sell  more  than  2,000,000  cars  a  year,  with  his  cheapest  model  only 
$10  above  the  $250  figure,  but  this  the  stockholders  could  not  foresee 
and  Ford  could  not  convince  them  of  the  possibility.  He  was  still 
the  world's  worst  salesman,  and  no  matter  how  consistent  or  sensa- 
tional his  accomplishment,  his  associates  still  greeted  every  new  idea 
with  the  opinion  that  this  time  he  really  was  going  ofl  the  track  and 
now  the  works  would  certainly  be  wrecked. 

On  the  other  hand,  it  did  not  appear  that  what  the  minority 
stockholders  thought  would  make  any  difference.  Ford  owned  58V2 
per  cent  of  the  company  and  could  do  what  he  wanted  with  it.  Or 
so  it  seemed  to  Ford.  But  Ford  had  not  taken  into  consideration 
the  fact  that  the  Dodges  were  still  Ford  stockholders,  or  that  John 
Dodge  might  still  have  the  capacity  to  make  more  trouble  for  him. 

From  the  Dodges'  standpoint,  the  one  and  only  merit  of  the  Ford 
company  lay  in  its  dividends.  Despite  their  10  per  cent  ownership 
of  the  Ford  company,  they  were  now  Ford's  most  active  competitors 
and  had  financed  the  Dodge  car  partly  out  of  Ford  dividends.  Prob- 
ably no  one  realized  more  clearly  than  John  Dodge  that  the  Rouge 
venture  was  not  at  all  a  crackbrained  notion.  Having  themselves 
been  parts-makers  (and  still  making  nearly  all  the  parts  of  the 
Dodge),  the  Dodges  knew  that  Ford  should  eventually  get  an  excel- 
lent return  on  his  Rouge  investment.  But  they  were  not  interested 
in  a  bigger  and  better  Ford  Motor  Company.  They  were  interested 
in  a  bigger  and  better  Dodge.  They  did  not  want  their  Ford  divi- 
dends to  be  interrupted,  and  the  Rouge  plant  was  certainly  not 
going  to  do  the  Dodge  car  any  good.  In  November,  1916,  they 
brought  suit  against  Ford. 

The  suit  alleged  that  Ford  had  improperly  withheld  dividends 
from  his  stockholders,  and  asked  that  he  be  forced  to  declare  back 
dividends  in  proportion  to  his  earnings.  It  also  claimed  that  the  arti- 
cles of  incorporation  of  the  Ford  Motor  Company  gave  it  the  right 
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to  manufacture  automobiles  but  not  the  right  to  go  into  the  blast- 
furnace or  rolling-mill  businesses.  It  argued  that  the  Rouge  plant 
was  designed  to  monopoHze  the  automobile  business  and  that,  in 
the  interest  of  free  competition,  its  construction  should  be  forbidden. 
And,  finally,  it  maintained  that  Ford  was  sacrificing  the  welfare  of 
the  stockholders  to  his  philanthropic  notions,  such  as — for  instance — 
the  wage  minimum  of  $5  a  day.  So  the  Dodges  asked  that  Ford  be 
compelled  to  pay  "reasonable"  dividends  on  his  191 6  earnings  and 
that  he  be  prevented  from  doing  any  further  building  at  the  mouth 
of  the  River  Rouge. 

Ford  considered  the  Dodge  suit  a  piece  of  brazen  effrontery,  and 
it  is  very  difficult  not  to  sympathize  with  his  point  of  view.  Ford  said 
that  in  the  days  when  the  Dodges  were  his  chief  parts-suppliers,  he 
had  paid  them  $27,000,000  on  which  they  had  cleared  "at  least  f  10,- 
000,000"  net.  The  payment  seems  low  and  the  profit  seems  extraordi- 
narily high,  yet  it  was  undeniably  on  their  profits  as  Ford  parts- 
makers  that  the  Dodges  were  able  to  build  their  own  car.  The 
Dodges  had  never  put  any  cash  in  the  Ford  company,  and  from 
1903  through  191 6  they  had  collected  more  than  $5,000,000  in  divi- 
dends out  of  it.  And,  with  the  possible  exception  of  the  Willys- 
Overland,  the  Dodge — selling  for  $750 — was  Ford's  most  serious 
competitor  in  the  low-priced  field. 

As  for  paying  dividends  in  proportion  to  profits,  no  one  has  ever 
estabHshed  any  standard  ratio  between  the  amount  made  by  a  cor- 
poration and  the  amount  paid  out  in  dividends.  Ford,  as  has  been 
said,  had  not  been  stingy  with  dividends,  having  paid  out  not  much 
less  than  half  his  profits  in  dividend  form.  Even  by  1916,  Ford 
dividends  had  reached  a  sum  one  hundred  and  eighty  times  the 
amount  originally  invested  in  the  company.  As  for  the  argument 
that  Ford's  articles  of  incorporation  did  not  cover  blast  furnaces  or 
rolling  mills,  Ford  was  not  planning  to  sell  steel  ingots  or  steel 
sheets;  his  integration  was  designed  entirely  as  a  contribution  to  his 
major  purpose  of  making  Model  T's.  The  accusation  that  Ford  was 
aiming  to  monopolize  the  industry  was  absurd.  There  was  a  very 
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flourishing  automobile  industry  in  the  $i,ooo-and-up  field  in  which 
Ford  had  not  been  a  factor  for  nearly  ten  years;  and  even  in  the 
less-than-$i,ooo  division  of  the  business  the  Willys-Overland,  the 
Maxwell,  and  the  Dodge  itself  were  easily  turning  in  large  profits 
in  competition  with  the  Ford. 

Nevertheless,  in  December,  1917,  a  Michigan  court  ruled  against 
Ford  in  every  particular,  saying  that  the  Ford  Motor  Company  had 
no  corporate  right  to  install  blast  furnaces  and  ordering  Ford  to  de- 
clare a  special  dividend  of  $19,275,000.  This  amount  was  50  per  cent 
of  the  1916  profits,  minus  dividends  declared  since  the  filing  of  the 
Dodge  suit. 

Ford  appealed  the  case  to  the  Michigan  Supreme  Court  and  suc- 
ceeded in  getting  a  partial  victory  out  of  what  had  been  a  complete 
rout.  The  Supreme  Court  reversed  the  lower  court  on  the  question 
of  blast  furnaces  and  other  activities  that  were  not,  in  a  narrow 
sense,  automotive  and  gave  Ford  permission  to  go  ahead  with  the 
Rouge  plant.  But  it  upheld  the  lower  court  with  respect  to  the  divi- 
dend payment,  so  that  Ford  had  to  hand  over  to  his  stockholders 
$19,275,000  of  the  money  he  had  been  saving  for  the  plant.  And 
$1,927,500  of  this  money  went  to  John  and  Horace  Dodge. 

It  was  the  philanthropy  argument  that  seems  to  have  influenced 
the  judges  most  heavily  in  the  Dodges'  favor.  The  theory  that  Ford 
was  in  business  primarily  for  the  good  of  his  workers,  and  that  the 
profit  system  could  not  be  considered  safe  in  his  hands,  was  cen- 
tainly  a  most  pecuHar  hypothesis.  Yet  Ford  himself  was  responsible 
for  its  wide  acceptance.  Ford  liked  to  dramatize  himself  as  more 
than  a  businessman,  and  this  tendency  was  particularly  apt  to  seize 
him  when  he  was  surrounded  by  representatives  of  the  daily  press. 
Two  Ford  interviews  which  appeared  in  the  Detroit  News  unques- 
tionably damaged  Ford's  position  in  the  eyes  of  the  Michigan  court. 

In  the  first  interview  (August  31,  1916)  Ford  said: 

My  ambition  is  to  employ  still  more  men,  to  spread  the  benefits  of 
this  industrial  system  to  the  greatest  possible  number,  to  help  them  build 
up  their  lives  and  their  homes. 
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This  statement  might  have  been  considered  more  sentimental 
than  subversive,  but  Ford  followed  it  up  (March  14,  1917)  with  a 
more  startling  development  of  his  theme.  He  said: 

I  have  been  fighting  to  hold  down  our  income  right  along.  .  .  .  We 
could  easily  have  maintained  our  price  for  this  year  and  cleaned  up  from 
60  to  75  millions;  but  I  don't  think  it  would  have  been  right  to  do  so; 
so  we  cut  our  prices  and  are  now  clearing  from  $1,500,000  to  $2,500,000 
a  month,  which  is  all  any  firm  ought  to  make,  maybe  more — unless,  as 
I  said,  the  money  is  to  be  used  for  expansion. 

In  subsequent  years — and  with  no  minority  stockholders  to  con- 
sider— Ford  was  to  make  a  great  deal  more  than  "60  to  75  millions," 
and  with  no  apparent  qualms.  But  his  1916-17  pronouncements  were 
altogether  too  much  for  the  Michigan  Supreme  Court.  The  court 
could  not  countenance  an  entrepreneur  who  fought  to  hold  down 
his  income;  who  did  not  think  it  was  right  to  make  as  much  money 
as  was  "easily"  possible;  who  felt  that  even  his  restricted  profits 
were  perhaps  unduly  large.  Even  the  qualification  about  the  legiti- 
macy of  profits  that  were  to  be  used  for  expansion  did  not  restore 
Ford  to  good  standing  in  the  judges'  eyes.  In  its  decision  (February, 
1919)  the  court  said: 

It  is  not  within  the  lawful  powers  of  a  board  of  directors  to  shape  and 
conduct  the  affairs  of  a  corporation  for  the  merely  incidental  benefit  of 
the  shareholders  and  for  the  primary  purpose  of  benefiting  others. 

So  Ford  lost  his  $19,275,000,  although  out  of  his  misfortunes  he 
had  at  least  salvaged  the  Rouge  works. 


The  Difficulties  of  General  Motors 

While  Ford  was  having  trouble  with  his  stockholders,  Storrow 
and  Nash  at  General  Motors  were  having  a  much  worse  time  with 
theirs.  You  will  remember  that  Durant  had  bought  control  of  the 
Chevrolet  (in  November,  1911).  The  car  was  named  for  its  designer, 
Louis  Chevrolet,  until  then  best  known  as  a  driver  of  racing  cars. 
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The  Chevrolet  did  not  amount  to  much  until  the  war  boom  caught 
up  with  it,  but  for  the  two  years  ending  August  31,  1915,  16,000  were 
sold  and  made  a  profit  of  $1,305,000.  These  figures  were  respectable 
but,  in  comparison  with  those  of  General  Motors,  they  were  cer- 
tainly not  impressive. 

Durant,  however,  was  not  planning  to  build  up  Chevrolet  to  the 
point  at  which  its  sales  would  rival  the  sales  of  General  Motors.  All 
that  Durant  asked  of  the  Chevrolet  was  that  it  should  be  successful 
enough  for  him  to  interest  Eastern  capital  in  his  affairs.  Durant  had 
become  distincdy  unpopular  in  New  York  financial  circles  and  no 
banker  would  listen  to  him.  But  there  was  a  manufacturing  com- 
pany which  the  war  had  made  so  affluent  that  it  was  able  to  go  into 
the  financing  business  as  a  sideline  to  its  usual  trade.  E.  I.  duPont 
de  Nemours  &  Company,  the  Delaware  munitions-and-chemical 
company  which  had  made  powder  for  George  Washington,  was 
now  making  powder  in  much  larger  quantities  for  the  armies  of 
Great  Britain  and  France.  And  Pierre  S.  duPont,  head  of  the  Du- 
Pont family,  was  already  on  the  lookout  for  some  nonmilitary  in- 
vestment in  which  to  put  his  extra  funds. 

Durant  met  the  DuPonts  through  John  J.  Raskob  (then  Pierre 
duPont's  secretary)  and  persuaded  them  that  he  and  the  Chevrolet 
were  the  investment  best  suited  to  their  needs.  With  the  DuPonts 
as  his  allies,  Durant  became  more  acceptable  in  banking  eyes  and 
enlisted  the  support  of  Louis  Kaufman,  of  the  Chatham-Phoenix 
National  Bank  of  New  York.  With  this  backing,  Durant  planned 
to  recapture  control  of  General  Motors  from  the  Storrow  and  Selig- 
man  group. 

At  first  sight,  it  looked  as  if  Durant  was  suffering  from  delusions 
of  grandeur.  It  is  usually  impossible  for  any  outsider  to  oust  the 
management  of  a  large  corporation.  The  large  corporation  com- 
monly has  a  great  many  small  stockholders  who  can  rarely  be 
aroused  to  any  concerted  action.  Today,  for  instance,  General  Mo- 
tors has  some  400,000  stockholders.  As  individuals,  most  of  them 
hold  a  negligible  amount  of  stock.  All  the  small  stockholders  put 
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together  would  presumably  have  a  controlling  voice  in  the  com- 
pany's ajffairs,  but  putting  them  together  would  be  extremely  diffi- 
cult. It  would  cost  some  $12,000  to  mail  one  letter  to  each  stock- 
holder, and  even  a  great  many  letters  might  not  be  sufficient  to  pro- 
duce unified  action  among  the  group.  The  small  stockholder  usually 
does  not  go  to  his  company's  meetings,  and  his  voting  for  his  direc- 
tors rarely  consists  of  any  more  independent  action  than  the  filling 
out  of  a  proxy  which  the  management  group  has  thoughtfully  sent 
him.  Thus  the  management  of  a  large  corporation  tends  to  be  self- 
perpetuating,  and  the  larger  the  corporation,  the  more  self-perpetu- 
ating the  management  tends  to  be. 

But  Durant's  position  was  not  nearly  as  hopeless  as  it  seemed.  In 
19 1 6,  control  of  General  Motors  did  not  reside  in  a  multitude  of 
small  stockholders.  It  resided  in  a  comparatively  small  number  of 
large  stockholders.  One  of  the  largest  stockholders  was  Durant  him- 
self. Many  other  large  stockholders  were  well  disposed  toward  Du- 
rant and  shared  his  low  opinion  of  bankers  in  general  and  of  Lee 
Higginson  in  particular.  They  considered  that  the  bank  loans  to 
General  Motors  had  been  made  on  exorbitant  terms,  and  they  were 
dissatisfied  with  the  Storrow  management  because  it  was  declaring 
no  dividends  on  General  Motors  common  stock. 

Furthermore,  Storrow  and  his  associates  did  not  themselves  own 
any  General  Motors  stock,  except  some  preferred  stock,  which  had 
no  vote.  They  had  tied  up  the  common  stock  in  a  voting  trust  and 
their  position  was  secure  while  the  voting  trust  lasted.  But  in  Sep- 
tember, 1915,  the  voting  trust  was  to  expire,  and  with  its  expiration 
the  bankers  would  be  as  fine  a  target  as  anyone  could  ask.  Funda- 
mentally, Storrow  and  his  banking  friends  were  the  outsiders  at 
General  Motors;  Durant  was  an  insider  who  had  been  put  outside 
for  the  time  being.  So  when,  early  in  1915,  Durant  opened  his  cam- 
paign to  regain  control  of  General  Motors,  he  could  not  be  consid- 
ered as  the  leader  of  a  forlorn  hope. 

Durant  began  his  attack  on  two  fronts.  In  the  first  place,  he  or- 
ganized a  syndicate  to  buy  General  Motors  stock  in  the  open  mar- 
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ket.  This  undertaking  was  expensive,  as  it  was  impossible  to  conceal 
the  fact  that  somebody  was  trying  to  round  up  all  the  General  Mo- 
tors stock  in  sight.  Throughout  1915,  General  Motors  common  rose 
rapidly  in  value,  moving  from  $82  to  $588  a  share.  Storrow  made  a 
belated  and  not  very  wholehearted  effort  to  operate  a  rival  pool,  but 
Durant's  buying  drove  the  stock  up  to  figures  at  which  the  bankers 
were  not  willing  to  play.  Durant  figured,  quite  correctly,  that  even 
a  price  of  I588  a  share  only  anticipated  the  earning  power  of  Gen- 
eral Motors  by  a  few  years;  the  bankers  thought  that  the  stock  had 
reached  a  crazy  figure  with  a  crazy  man  still  running  it  up.  So  most 
of  the  floating  supply  of  General  Motors  stock  came  into  the  hands 
of  the  Durant-duPont-Kaufman  syndicate. 

The  other  wing  of  Durant's  attack  advanced  through  the  Chev- 
rolet. A  banking  group  headed  by  Kaufman  underwrote  an  issue  of 
800,000  shares  of  Chevrolet  stock.  The  Chevrolet  company  then  sug- 
gested to  General  Motors  stockholders  that  they  exchange  their 
holdings  in  General  Motors  for  holdings  in  Chevrolet.  Four  shares 
of  Chevrolet  stock  were  offered  in  exchange  for  one  share  of  General 
Motors.  Thus  a  man  who  owned  100,000  shares  of  General  Motors 
could  exchange  them  for  400,000  shares  of  Chevrolet.  And  the  Chev- 
rolet company  could,  of  course,  vote  the  100,000  shares  of  General 
Motors  when  the  stockholders'  meeting  of  that  company  came 
around. 

This  stock-exchanging  offer  amounted  essentially  to  a  merger 
proposition;  it  is  through  such  swaps  that  mergers  are  commonly 
arranged.  In  this  case,  however,  the  Chevrolet  tail  was  trying  to  wag 
the  General  Motors  dog,  and  the  dog's  management  was  vigorously 
opposed  to  the  procedure. 

The  first  pitched  battle  between  the  opposing  forces  came  in  the 
fall  of  1915  at  the  stockholders'  meeting  following  the  expiration  of 
the  voting  trust.  Durant  did  not  win  a  complete  victory,  but  he  was 
strong  enough  to  elect  Pierre  duPont  to  the  presidency  of  General 
Motors  and  to  capture  several  directorships  on  the  General  Motors 
board.  In  a  final  effort,  the  banking  management  tried  to  have  the 
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voting  trust  continued  for  a  three-year  period,  but  the  company  was 
eminendy  solvent,  and  the  stockholders  felt  quite  competent  to 
manage  their  affairs. 

By  June,  1916,  the  Durant  group  had  accumulated  a  majority  of 
General  Motors  stock.  It  celebrated  its  victory  by  voting  Durant 
back  into  the  presidency  of  General  Motors  (Pierre  duPont  becom- 
ing board  chairman)  and  accepting  the  resignations  of  Storrow  and 
Nash.  Storrow  was  so  disgusted  that  he  did  not  even  attend  the 
stockholders'  meeting  which  ratified  Durant's  return. 

Beneath  the  spectacular  aspects  of  Durant's  recovery  there  lay  the 
more  permanently  significant  fact  that  the  E.  I.  duPont  de  Nemours 
&  Company  now  had  a  27  per  cent  interest  in  General  Motors.  The 
DuPont  company  was  not  only  the  largest  single  stockholder  but, 
under  ordinary  circumstances,  its  ownership  was  sufficient  to  give 
it  operating  control.  Durant,  back  from  Elba,  was — quite  properly 
— the  hero  of  the  hour.  The  writer  knows  of  no  comparable  example 
in  American  corporate  history  of  such  an  unexpected  and  such  a 
complete  personal  triumph.  But  it  is  now  a  long  time  since  Durant 
has  had  any  connection  with  General  Motors,  whereas  the  DuPont 
interest  in  the  company  has  increased  with  the  years. 

As  for  Nash  and  Storrow,  they  stayed  in  the  automobile  business 
and  did  very  nicely  indeed.  At  Kenosha,  Wisconsin,  Thomas  Jeffery 
was  making  the  Rambler  automobile.  Jeffery  was  an  automobile 
(and  bicycle)  old-timer  who  did  not  feel  comfortable  in  the  1916 
auto  world.  So  Nash,  with  Storrow's  backing,  bought  out  Jeffery 
(for  $4,000,000)  and  by  the  spring  of  1917  was  in  production  with 
the  Nash  car.  In  1917,  Nash  sold  12,179  automobiles  at  a  profit  of 
$2,027,000  and  rapidly  took  a  position  among  the  strongest  compa- 
nies in  the  independent  group.  He  was  conspicuous  for  accumulat- 
ing a  large  balance  of  cash  and  government  securities  at  a  time 
when  most  of  the  industry  was  putting  all  it  could  earn  and  borrow 
into  the  construction  of  new  plant  for  the  building  of  more  auto- 
mobiles. 
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America  in  the  War 

The  second  phase  of  the  war  boom  covers  the  period  of  America's 
participation  in  the  war.  The  years  1917  and  191 8  were  not  a  good 
time  for  the  automobile  industry.  In  the  first  place,  the  auto  manu- 
facturer did  not  make  money  out  of  the  war.  In  the  second  place, 
the  scarcity  of  steel  almost  compelled  the  industry  to  shut  down  en- 
tirely. And  in  the  third  place,  the  rising  price  of  steel  and  other  raw 
materials  skyrocketed  automobile  prices  to  an  extremely  unhealthy 
level. 

The  automobile  industry  did  not  make  any  major  contribution 
toward  defeating  the  Kaiser.  Not  that  it  by  any  means  ignored  the 
war.  Ford  made  shells,  caissons,  and  "Eagle  boats"  (submarine  chas- 
ers). Leland  resigned  from  Cadillac  and  became  one  of  the  several 
manufacturers  of  Liberty  engines.  Willys-Overland  made  trucks  and 
munitions.  Chalmers  headed  a  company  which  made  antiaircraft 
guns.  The  Stanley  Steamer  people  sold  their  plant  outright  to  a 
munitions-maker,  but  had  the  bad  judgment  to  buy  it  back  again 
after  the  war.  The  Dodges  put  up  a  munitions  plant  which  cost 
$11,000,000  and  employed  8,000  men.  But  the  industry  was  a  little 
slow  in  getting  into  military  production,  and  the  war  was  over  be- 
fore the  auto-maker's  military  output  had  reached  a  volume  large 
enough  to  have  any  influence  on  the  result. 

Furthermore,  the  wartime  automobile  man  considered  himself 
abused  by  the  Government.  The  country  was  hardly  in  the  war 
when  Bernard  Baruch,  head  of  the  War  Industries  Board,  began  to 
hint  that  liquidating  the  automobile  business — at  least  the  passenger- 
car  business — would  have  an  excellent  effect  upon  the  supply  of 
steel  for  miHtary  purposes.  When  automobile  men  pointed  out  that 
such  a  shutdown  would  "put  the  State  of  Michigan  into  bank- 
ruptcy," Baruch  was  temporarily  silenced.  In  the  spring  of  1918, 
however — with  the  German  Army  driving  toward  Paris  and  the 
Channel — Baruch  returned  to  the  attack.  This  time  he  seemed  de- 
termined to  suspend  auto-making,  no  matter  what  happened  to  the 
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State  of  Michigan.  A  compromise  was  finally  reached  by  which, 
during  the  second  half  of  the  year,  auto  companies  were  allowed 
one-half  as  much  steel  as  they  had  used  in  the  second  half  of  1917. 
But  Baruch  also  said  that  after  December  31,  1918,  no  more  passen- 
ger cars  could  be  made.  Fortunately,  the  war  ended  about  six  weeks 
before  this  deadline,  but  the  auto  industry  had  had  a  close  shave 
indeed.  Throughout  the  argument  with  Baruch,  the  position  of  the 
industry  had  been  that  there  was  sufficient  steel  for  both  military 
and  civilian  purposes  and  that  clamping  down  on  their  auto-making 
was  not  necessary  for  winning  the  war. 

In  addition  to  the  other  troubles  of  the  automobile  men.  Congress 
classed  the  passenger  car  as  a  nonessential  and  put  a  5  per  cent  ex- 
cise tax  on  it.  The  manufacturer  was  not  so  much  bothered  by  the 
5  per  cent  tax,  which  he  passed  on  to  the  consumer,  but  he  bitterly 
resented  having  his  product  classed  (along  with  movie  tickets  and 
jewelry)  as  an  unnecessary  luxury.  Besides,  the  tax  was  not  fully 
repealed  until  1927,  and  for  years  the  expression  "pleasure  car"  was 
a  breach  of  tact  in  automobile  circles. 

The  output  of  motorcars  held  up  well  in  1917,  but  in  1918 
dropped  to  1,170,000,  a  decline  of  703,000  from  the  previous  year.  It 
was  the  first  time  in  the  history  of  the  automobile  that  the  current 
year  had  not  been  an  improvement  on  the  previous  year,  and  the 
automobile  maker  was  extremely  unhappy  even  though  the  slump 
was  obviously  the  result  of  circumstances  entirely  beyond  his  con- 
trol. The  Hudson  went  from  33,000  cars  in  1916  to  13,000  in  1918 
and  the  Studebaker  from  65,000  cars  in  1916  to  23,000  in  1918. 

Such  declines  would  ordinarily  have  produced  large  deficits.  The 
manufacturer  avoided  losses,  however,  partly  because  of  his  profit 
on  war  orders,  but  chiefly  because  of  a  very  rapid  increase  in  the 
price  of  his  cars.  In  1916,  the  wholesale  price  of  the  average  automo- 
bile was  only  $670.  In  191 8,  the  average  wholesale  price  was  almost 
f  1,000.  In  two  years,  therefore,  the  price  had  gone  up  by  58  per  cent 
— a  car  which  sold  for  $1,000  in  1916  sold  for  $1,580  when  the  Armi- 
stice was  signed.  Profits  in  the  auto  business  ranged  from  one-third 
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to  one-half  of  what  they  had  been  before  this  country  entered  the 
war,  so  the  auto-maker  could  not  be  accused  of  profiteering.  But 
the  downward  trend  in  automobile  prices — which  had  set  in  about 
1910  and  had  proceeded  without  interruption  through  the  first  half 
of  191 6 — ^had  been  decisively  reversed,  and  the  postwar  motorcar 
was  selHng  at  an  unhealthily  inflated  figure. 

Thus,  much  as  the  automobile  manufacturer  benefited  from  the 
war  boom — if  the  boom  period  is  taken  as  covering  the  years  from 
1914  to  1920 — he  got  very  little  out  of  the  two  years  of  American 
belligerency. 

After  the  War 

The  end  of  hostilities  brought  no  end  to  the  war  inflation.  There 
was  much  discussion  of  the  need  (and  the  opportunity)  of  feeding 
starving  Europe  and  rebuilding  ruined  Europe,  although  the  ques- 
tion of  how  starved  and  ruined  Europe  was  going  to  pay  for  high- 
priced  American  goods  was  not  so  often  discussed.  And  everyone 
seemed  to  be  having  such  a  good  time  with  high  prices  and  high 
production  that  no  one  wanted  to  take  the  lead  in  a  readjustment 
to  postwar  realities.  So  throughout  1919  and  during  the  early 
months  of  1920  the  war  boom  reverberated  even  more  loudly.  Total 
industrial  production,  to  be  sure,  did  not  much  increase,  but  prices 
went  higher  than  ever. 

In  1919,  the  auto  manufacturer  made  up  for  all  his  troubles  of 
the  year  before.  Even  the  high  cost  of  cars  seemed  to  exert  no  de- 
pressing influence  on  the  demand  for  them.  Dealers,  very  proud  and 
stifl,  took  orders  in  the  spring  for  deliveries  which  they  would  not 
guarantee  before  fall.  Used  cars  were  marketable  at  their  full  orig- 
inal value;  cases  were  reported  in  which  the  used  car  sold  for  a 
higher  price  than  it  had  commanded  on  the  day  it  left  the  factory 
door.  Production  was  limited  by  the  capacity  of  the  industry,  but 
when  the  year  was  over  the  auto  manufacturers  had  just  missed 
what  would  have  been  their  first  2,000,000-car  year.  Their  exact  out- 
put was  1,974,000  cars,  almost  twice  the  production  for  the  restricted 
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1918  season.  As  cars  were  still  selling  at  (or  over)  wartime  prices, 
the  industry  left  all  its  earlier  profit  records  far  behind. 

Ford  made  750,000  cars— a  little  more  than  one-third  of  the  total 
output— and  cleared  $69,924,000.  General  Motors,  with  almost  400,- 
000  cars,  made  160,005,000.  Notice  that  General  Motors,  making  not 
much  more  than  half  as  many  cars  as  Ford,  was  not  far  behind  him 
in  profits.  Durant  of  course  was  selling  much  more  expensive  auto- 
mobiles, with  a  much  higher  profit  per  car.  The  Dodges  on  an  out- 
put of  124,000  automobiles  cleared  $24,194,000  and  Studebaker,  in  a 
higher-priced  field,  made  $9,312,000  on  an  output  of  39,356  cars. 
Willys  made  a  premature  attempt  to  trim  his  wages  down  toward 
prewar  levels  and  ran  into  a  strike  which  tied  him  up  for  several 
months  and  cut  down  both  production  and  profit.  Otherwise,  nearly 
every  important  manufacturer  had  a  record  year,  with  nine  leading 
companies  showing  the  following  results: 

Leading  Automobile  Producers  191 9 

Cars  Net  Income 

Ford    750,000  $69,924,000 

General  Motors   391,000  60,005,000 

Dodge    124,000  24,194,000 

Willys-Overland    94,000  1,735,000 

Studebaker    39?356  9,312,000 

Hudson     39)286  2,287,000 

Nash    29,841  5,089,000 

Reo    16,483  1,564,000 

Packard     12,937  5,443,000 

These  companies  produced  approximately  1,500,000  of  the  output 
of  2,000,000  cars,  or  75  per  cent  of  the  total.  They  also  made  $179,- 
553,000,  an  increase  of  $52,000,000  over  their  profits  in  1916.  The  en- 
tire industry  probably  made  somewhere  near  $200,000,000  on  the 
year. 

These  figures  were  stimulating.  Unfortunately,  they  stimulated 
the  auto  industry  entirely  too  much.  Assuming  that  1920  would  be 
a  better  year  than  1919,  the  industry  concentrated  on  the  problem 
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of  increasing  its  capacity.  In  1919  the  2,000,000-car  output  was  a  ca- 
pacity output.  But  all  through  the  year  new  buildings  were  going 
up  and  new  machinery  was  being  installed.  By  the  opening  months 
of  1920,  the  industry  had  the  capacity  to  build  3,000,000  cars  a  year. 
And  the  1920  production  schedules  called  for  production  at  capacity 
rates.  To  acquire  this  increased  capacity,  the  industry  spent  most  of 
such  boom-time  profits  as  were  not  declared  in  dividends,  and  also 
went  heavily  into  debt. 

Of  the  many  companies  that  entered  the  1920  season  with  great 
superficial  prosperity  but  with  underlying  financial  weaknesses, 
three  of  the  most  conspicuous  were  Willys-Overland,  General  Mo- 
tors, and  Ford. 

Willys  had  done  well  in  the  boom  period.  In  addition  to  the 
Willys-Overland,  he  was  now  making  the  Willys  Knight,  an  ex- 
tremely successful  car  selling  in  the  Buick-Studebaker  price  class. 
Willys  himself  had  become  an  extremely  wealthy  man.  He  owned 
more  than  700,000  shares  of  Willys-Overland  common  stock  (about 
a  one-third  ownership  of  the  company);  had  a  $200,000  estate  at 
Pasadena,  California;  and  in  addition  to  a  large  income  from  divi- 
dends, drew  a  salary  of  $150,000  a  year. 

He  had  also  begun  a  career  of  what  might  be  called  personal  (as 
distinct  from  corporate)  expansion.  Acting  in  his  own  name,  and 
with  his  own  money,  he  had  acquired  a  large  interest  in  a  group  of 
automobile  and  auto-accessory  companies.  His  first  acquisition  had 
been  Electric  Auto-Lite,  his  neighboring  Toledo  manufacturer  of 
starting  and  lighting  systems.  Then  came  the  New  Process  Manu- 
facturing Company  (gears),  the  Fisk  Rubber  Company  (tires),  and 
the  Duesenberg  automobile.  This  latter  was  a  hand-built,  high-priced 
car  with  an  excellent  reputation  but  a  small  volume  of  sales.  Willys's 
rather  miscellaneous  assortment  of  companies  was  completed  by  the 
addition  of  Republic  Truck,  United  States  Heating  &  Lighting, 
and  Moline  Plow.  All  these  interests  were  acquired  by  Willys  per- 
sonally and  had  no  corporate  connection  with  the  Willys-Overland 
Company. 
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In  August,  1919,  Willys  organized  a  new  company,  the  Willys 
Corporation,  as  a  holding  company  for  his  shares  in  his  various 
automotive  concerns.  He  also  put  his  one-third  interest  in  Willys- 
Overland  into  the  Willys  Corporation;  that  is,  his  700,000  odd  shares 
of  Willys-Overland  were  among  the  Willys  Corporation  assets,  just 
as  were  his  shares  in  Auto-Lite  and  Fisk  and  his  other  concerns. 
This  was  logical  enough,  except  that  should  Willys  lose  control  of 
Willys  Corporation,  he  would  lose  control  of  Willys-Overland  as 
well.  Having  constructed  two  baskets,  he  put  all  his  eggs  in  one. 

He  then  changed  Willys  Corporation  from  a  strictly  holding  com- 
pany to  a  holding-and-operating  company.  Acting  through  Willys 
Corporation,  he  bought  a  tract  of  land  at  Elizabeth,  New  Jersey, 
and  began  the  construction  of  a  $10,000,000  factory  in  which  he 
planned  to  manufacture  a  new  automobile.  By  this  time  Willys  was 
getting  to  be  something  of  a  one-man  General  Motors,  and  it  must 
have  sometimes  been  difficult  for  him  to  tell  where  his  Willys-Over- 
land interests  left  off  and  where  his  Willys  Corporation  interests 
began. 

Furthermore,  he  had  delegated  the  management  of  Willys-Over- 
land to  hands  that  were  considerably  less  capable  than  his.  In  1919, 
Willys-Overland  sold  94,000  automobiles,  which  was  46,000  fewer 
than  it  had  sold  in  1916.  The  low  output  was  blamed  on  the  strike, 
but  the  company  was  also  feeling  the  effects  of  competition  that  had 
developed  within  the  past  few  years.  Neither  the  Chevrolet  nor  the 
Dodge  had  been  important  factors  in  1916  production,  but  the 
Chevrolet  sold  132,000  cars  in  1919  and  the  Dodge  sold  124,000. 
Here  were  250,000  sales  in  the  Willys-Overland  price  class  which  the 
Willys-Overland  did  not  make. 

Even  with  its  low  output,  Willys-Overland  took  in  $87,000,000 
during  the  1919  season.  Yet  its  net  income  was  only  $1,730,000 — an 
astonishingly  low  profit  for  an  automobile  company  with  such  large 
sales.  Nor  did  any  of  this  profit  remain  in  the  Willys-Overland  treas- 
ury. For  Willys  declared  a  $1,632,000  dividend  on  his  preferred  stock 
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and  a  $1,500,000  dividend  on  his  common  stock.  These  payments 
left  the  company  with  a  $1,398,000  deficit  on  the  year. 

And  finally,  Willys-Overland  had  completely  abandoned  the 
hand-to-mouth  buying  policy  which  had  been  the  cornerstone  of 
early  automobile  (and  particularly  of  early  Willys-Overland)  suc- 
cess. It  was  no  longer  ordering  parts  and  material  only  as  they  were 
needed.  The  new  technique  was  to  draw  up  an  ambitious  produc- 
tion schedule  (Willys-Overland  planned  to  make  200,000  1920  cars) 
and  to  put  in  advance  orders  for  materials  and  supplies  sufficient  to 
cover  the  season.  In  a  period  of  rising  prices,  this  method  had  its 
obvious  advantages,  and  prices  had  been  rising  for  nearly  four  years. 
But  should  the  price  trend  turn  suddenly  downward,  the  forward 
buyer  would  be  left  with  a  tremendous  inventory  on  a  falling  mar- 
ket. 

Willys-Overland  went  into  1920  with  commitments  to  buy  $63,- 
000,000  worth  of  materials  and  parts.  It  could  not  refuse  to  accept 
this  merchandise,  no  matter  what  might  be  the  market  price  at  the 
time  of  delivery,  and  no  matter  what  might  be  its  sales  prospects. 
Thus  Willys  had  become  dependent  upon  the  continuation  of  the 
war  boom;  he  was  so  far  out  on  the  limb  that  he  could  not  get  back 
if  it  began  to  crack  under  him.  Furthermore,  he  now  owed  some 
$15,000,000  in  short-term  bank  loans,  all  of  which  were  coming  due 
within  a  period  of  twelve  months.  And  Willys  was  a  good  deal 
more  a  sample  than  a  horrible  example;  the  other  auto  companies 
were  following  much  the  same  methods,  although  not  always  to  the 
same  extent. 

At  General  Motors,  Durant's  expansive  tendencies  had  not  had 
much  chance  to  express  themselves  during  the  war  years.  In  1918, 
General  Motors  and  Chevrolet  went  through  the  motions  of  a 
merger,  but  this  formality  merely  ratified  an  existing  condition.  In 
the  same  year  Durant  also  acquired,  in  exchange  for  $40,000,000  of 
General  Motors  securities,  the  United  Motors  Corporation.  Like 
Chevrolet,  however,  United  Motors  was  not  exactly  a  stranger  to  the 
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General  Motors  family.  It  was  itself  a  merger  (in  1916)  of  a  group 
of  accessory  and  parts  companies  ^  and  in  its  formation  Durant  had 
taken  a  prominent  part.  President  of  United  Motors  and  former 
president  of  Hyatt  Roller  Bearing  was  Alfred  P.  Sloan,  Jr.,  who  was 
of  course  included  in  the  items  that  General  Motors  acquired  on 
the  deal. 

In  1919,  Durant  resumed  his  expansion.  But  he  was  a  more  care- 
ful buyer  than  he  had  been  in  1910,  and  several  of  his  1919  invest- 
ments turned  out  to  be  excellent  investments  indeed.  He  paid  $21,- 
850,000  in  cash  and  $5,800,000  in  notes  for  a  half-interest  in  Fisher 
Body.  But  in  1923,  Fisher  Body,  still  operating  as  a  separate  com- 
pany, made  $23,000,000  and  was  one  Durant  investment  that  was 
worth  much  more  than  it  cost.  Ultimately  profitable,  too,  was  the 
acquisition  of  the  Guardian  Refrigerator  Company,  the  manufac- 
turer of  the  Frigidaire,  although  it  was  not  until  a  good  many  years 
later  that  the  iceless  ice  chest  began  to  come  into  its  own. 

But  Durant  also  branched  out,  expensively,  into  the  real-estate 
field.  The  high  rents  of  the  postwar  period  tempted  several  auto 
companies  into  housing  programs,  the  theory  being  that  they  could 
rent  houses  to  their  employees  at  below  prevailing  rentals  and  still 
show  a  profit  on  them.  It  was  a  nice  theory,  but  by  the  time  the 
houses  were  built,  the  boom  was  over  and  rentals  were  rapidly 
going  down.  Durant  was  not  only  attempting  to  put  a  roof  over 
every  General  Motors  head,  but  had  also  begun  construction  on  a 
$20,000,000  office  building  in  Detroit.  The  General  Motors  Building 
was  eventually  completed,  and  an  imposing  structure  it  is.  But  most 
of  its  costs  were  carried  over  into  the  1920  period,  when  General 
Motors  needed  working  capital  considerably  more  than  it  needed 
improved  real  estate. 

A  flyer  in  the  farm-tractor  business  also  proved  costly.  This  field 
was  hard  to  invade,  since  it  was  already  belligerently  occupied  by 


'  Hyatt  Roller  Bearing,  Dayton  Engineering  Laboratories  Company  (Delco  prod- 
ucts), Remy  Electric,  New  Departure  (bearings),  and  Perlman  Rim. 
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several  farm-implement  companies,  notably  by  International  Har- 
vester. Ford  had  gone  into  it  w^ith  his  Fordson  and  v^as  making 
most  of  the  low-priced  sales.  Durant  found  that  he  could  not  sell 
high-priced  tractors  in  competition  v^ith  Harvester  and  could  not 
make  any  money  on  low-priced  tractors  in  competition  with  Ford. 
Yet  he  scheduled  a  1920  production  of  120,000  tractors,  with  the 
result  that  General  Motors  had  a  loss  of  $30,000,000  on  its  tractor 
business  before  it  finally  abandoned  the  field  in  1922. 

Durant  also  spent  $20,000,000  on  additional  plant  and  equipment 
and  in  the  preparation  of  a  new  General  Motors  car.  In  1919,  how- 
ever, his  program  did  not  unduly  weaken  his  cash  position,  partly 
because  the  General  Motors  position  was  now  so  good  that  it  had  no 
trouble  in  raising  $30,000,000  new  money  by  the  sale  of  additional 
common  stock. 

Ford  was  a  much  more  prudent  corporate  manager  than  either 
Willys  or  Durant,  and  also  differed  remarkably  from  them  in  his 
pronounced  reluctance  to  borrow  money.  But  in  1919  Ford  was  also 
subject  to  unusual  expenditures  and  was  obliged  to  borrow  $75,- 
000,000  before  the  year  was  out.  A  considerable  part  of  this  money 
went  into  the  construction  of  the  Rouge  plant,  but  the  greater  part 
was  spent  as  the  direct  result  of  the  decision  in  the  Dodge  case — 
a  decision  which  convinced  Ford  that  even  minority  stockholders 
were  a  menace  that  he  was  not  willing  to  endure  any  longer.  So 
hardly  had  the  Ford  stockholders  received  their  "Dodge  dividend" 
checks  when  Ford  informed  them  that  they  were  no  longer  toler- 
able even  as  minor  partners  in  his  concern. 

However  little  faith  Ford's  stockholders  may  have  shown  in  some 
of  Ford's  ideas,  they  were  not  foolish  enough  to  sell  their  Ford 
holdings  without  protest.  But  Ford  had  anticipated  their  objections 
and  was  ready  to  overcome  them.  He  was  already  making  his  low- 
priced  farm  tractor,  the  Fordson,  and  had  organized  a  new  com- 
pany, Henry  Ford  &  Son  (son  Edsel)  to  manufacture  it.  He  now 
told  the  stockholders  that  unless  they  sold  him  their  shares,  he 
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would  move  out  of  the  Ford  Motor  Company,  transfer  his  activi- 
ties to  Henry  Ford  &  Son,  and  bring  out  a  new  car  in  competition 
with  the  Ford.  Inasmuch  as  there  was  nothing  to  prevent  Ford 
from  retaining  a  majority  interest  in  the  Ford  Motor  Company 
even  after  he  had  left  it  (just  as  the  Dodges  retained  their  minority 
interest  under  similar  circumstances),  the  Ford  Motor  Company 
stockholders  saw  litde  purpose  in  attempting  to  compete  with  a 
competitor  who  owned  a  majority  of  their  company's  stock.  And 
even  aside  from  this  question  of  corporate  control,  the  minority 
stockholders  did  not  have  the  courage  to  operate  the  Ford  company 
without  Ford.  So  they  accepted  his  offer,  and  in  1919  the  sales  were 
made. 

Ford  gave  Couzens  and  Miss  Couzens  $13,444  ^  share  for  their 
holdings;  the  remainder  of  the  stock  was  purchased  for  $12,500  a 
share.  After  the  transfers  were  completed,  the  ownership  of  the 
Ford  Motor  Company  stood  as  follows:  Henry  Ford,  95,321  shares; 
Edsel  Ford,  71,911  shares;  Clara  Ford,  5,413  shares. 

From  1919  on,  the  Ford  Motor  Company  has  been  a  strictly  family 
concern  and  no  one  has  been  in  a  position  to  interfere  with  Ford's 
direction  of  it. 

As  for  the  minority  stockholders,  their  return  on  their  investment 
stands  as  the  classic  example  of  the  workings  of  the  profit  system 
when  the  profit  system  is  working  at  its  best.  You  will  remember 
the  $100  which  Miss  Couzens  loaned  her  brother  in  1903  and  which 
James  Couzens  treated  as  an  investment  in  Ford  stock.  Miss  Couz- 
ens's  return  on  the  $100  was  $355,000 — ^$90,000  in  dividends  re- 
ceived and  $265,000  when  the  stock  was  sold.  Receipts  of  the  other 
stockholders  with  Ford  until  1919  were :  ^ 

''Benson  gives  these  figures  for  all  the  stockholders  except  Couzens,  Couzens 
got  into  a  tax  wrangle  with  the  Government  over  his  profit  on  the  sale  of  his  Ford 
holdings,  and  his  selling  price  is  established  by  evidence  in  the  tax  case. 
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Receipts  of  Ford  Stockholders 

Dividends  Sale  Total 

John  S.  Gray  Estate  $10,355,000  $26,250,000  $36,605,000 

John  Dodge   4»935.75o  12,500,000  i7435»75o 

Horace  Dodge   4'935>75o  12,500,000  17,435,750 

James  Couzens  11,360,000  29,000,000  40,360,000 

Horace  Rackham  4)935>75o  12,500,000  i7)435)75o 

John  Anderson  4j935)75o  12,500,000  17,435,750 

It  cost  Ford  $105,250,000  to  get  rid  of  his  minority  stockholders. 
Doubtless  he  considered  the  result  worth  the  expenditure,  although 
he  must  have  been  extremely  irked  at  having  to  spend  $25,000,000  to 
close  the  Dodge  account.  But  the  cost  of  buying  out  the  stockholders, 
plus  the  special  dividend  which  Ford  had  to  pay  in  191 9,  together 
came  to  $124,525,000 — which  was  almost  twice  as  much  money  as 
the  Ford  Motor  Company  made  during  the  year. 

Furthermore,  Ford  was  going  vigorously  ahead  with  the  con- 
struction of  the  Rouge  works.  His  balance  sheets  show  that  in  191 8, 
1919,  and  1920  the  value  of  his  real  estate,  plant,  and  equipment  rose 
from  $66,453,000  to  $127,210,000.  As  this  increase  was  presumably 
accounted  for  by  the  value  of  the  Rouge  plant,  Ford  apparently  put 
$60,757,000  into  the  Rouge  project.  During  the  final  years  of  the  war 
boom,  therefore,  he  had  extraordinary  expenses  of  very  close  to 
$200,000,000.  Even  Ford  could  not  finance  these  expenditures  out  of 
earnings,  hence  the  $75,000,000  which  he  borrowed  in  191 9  from 
New  York  and  Boston  banks.  Hence  also  the  fact  that  Ford  went 
into  the  postwar  depression  in  no  better  financial  condition  than 
Willys-Overland  or  General  Motors,  and  that  there  were  many 
times  during  the  1921  depression  when  his  big  enterprise  seemed 
more  than  likely  to  fall  into  banking  hands. 

The  prosperity  of  191 9  was  an  artificial  prosperity,  since  it  was 
based  more  upon  an  increase  in  prices  than  an  increase  in  cars.  The 
Studebaker  company,  for  example,  which  had  sold  66,000  automo- 
biles in  191 6  for  $62,000,000,  got  $66,000,000  for  only  39,000  automo- 
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biles  in  1919.  The  Packard  had  moved  back  up  into  the  $5,000  class, 
with  the  result  that  a  very  sharp  decrease  in  volume  w^as  accom- 
panied by  a  very  marked  increase  in  dollar  sales.  In  1916,  sales  o£ 
18,570  Packards  had  brought  in  $35,400,000.  In  1919,  only  12,940 
Packards  vs^ere  sold — a  decline  of  about  33  per  cent.  The  1919  dollar 
sales  however,  were  $55,200,000 — an  increase  of  nearly  60  per  cent. 
The  Studebaker  made  more  money  in  1919  than  in  1916  and  the 
Packard  made  less,  but  no  industry  can  continue  to  prosper  on  a 
constantly  decreasing  volume  which  must  be  compensated  for  by 
constantly  higher  prices. 

Even  Ford  had  been  forced  into  several  price  increases.  After 
reaching  a  price  of  $360  in  August,  191 6,  the  Model  T  touring  car 
went  to  $365  in  September,  1917,  and  then  to  $450  in  February, 

1918.  In  August,  1918,  another  price  increase  brought  the  touring 
car  to  $525,  while  the  sedan  went  to  $975.  Reference  has  already 
been  made  to  rising  Chevrolet  prices,  which  moved  the  Chevrolet 
touring  car  from  $500  in  1916  to  $820  in  1919,  while  the  sedan 
reached  $1,375 — ^  remarkable  figure  for  a  car  which  had  been 
brought  out  with  the  intention  of  competing  with  Ford. 

Despite  wartime  interruptions  in  production,  the  1914-19  output 
of  the  industry  totaled  5,017,000  cars.  At  the  close  of  1919,  there 
were  7,956,000  automobiles  registered  in  the  United  States.  There 
was  now  i  automobile  for  every  13  persons,  and  very  nearly  i  auto- 
mobile for  every  3  families. 

You  will  remember  that  in  191 4  there  had  been  only  i  automobile 
for  every  52  persons,  or  about  i  automobile  to  every  13  families.  As 
the  1 91 9  population  was  105,000,000  persons  (or  about  26,000,000 
families),  a  large  portion  of  the  potential  automobile  market  had 
not  yet  been  reached.  Nevertheless,  the  unexplored  area  was  shrink- 
ing at  a  very  rapid  rate. 

The  immediate  problem,  however,  was  a  problem  of  price.  In 

1919,  the  public  had  paid  in  the  neighborhood  of  $2,400,000,000  for 
approximately  2,000,000  automobiles.  For  1920,  the  auto  manufac- 
turers had  scheduled  a  production  of  3,000,000  cars,  and  in  1920 
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automobiles  were  even  more  expensive  than  they  had  been  in  1919. 
Food,  shelter,  clothing — all  the  necessary  and  unnecessary  incidents 
of  living — were  selling  for  more  than  they  had  ever  previously  cost. 
Yet  wages  were  beginning  to  turn  downward,  a  trend  which  pro- 
voked the  great  steel  strike  which  began  in  September,  1919,  and 
was  followed  by  the  soft-coal  strike  in  October  of  the  same  year. 
The  1920  boom  to  which  the  auto  industry  looked  forward  de- 
pended upon  the  public's  being  willing  to  spend  on  the  1920  auto- 
mobile nearly  $4,000,000,000.  Before  the  year  was  half  completed,  it 
had  become  evident  that  no  such  automobile  investment  could  pos- 
sibly be  made. 


6: 


The  First  Crisis  1920-1921 


A  Bad  Year 

A  BOOM  always  reaches  its  greatest  velocity  just  before  it 
crashes,  and  in  the  opening  months  of  1920  the  automobile 
industry  was  moving  at  a  high  velocity  indeed.  Ford  planned  to 
make  1,000,000  Model  T's.  Durant  scheduled  a  550,000-car  output, 
including  200,000  Buicks,  120,000  Chevrolets,  and  100,000  Oaklands. 
The  Oakland  schedule  required  a  $3,000,000  construction  program 
and  called  for  more  cars  than  Oakland  had  produced  in  the  past 
four  years.  Willys  expected  to  make  80,000  Willys  Knights  in  addi- 
tion to  200,000  Willys-Overlands.  Dodge  looked  for  a  200,000  car 
output,  and  Studebaker,  having  produced  38,000  cars  in  1919,  sched- 
uled 90,000  for  1920. 

Never  had  the  industry  gone  into  a  new  season  with  such  enthusi- 
asm. As  the  Automobile  Trade  Journal  said  in  its  account  of  the 
1920  Auto  Show:  "The  renaissance  of  the  automobile  industry  is 
born  today."  (Sic!) 

On  January  14,  John  Dodge  died.  He  and  Horace  Dodge,  visiting 
New  York  for  the  automobile  show,  were  both  stricken  with  pneu- 
monia. Horace  Dodge  recovered,  but  never  completely.  He  went 
into  virtual  retirement  and  died  in  Miami,  Florida,  on  December 
II,  1920.  In  six  years,  the  Dodge  company  had  developed  to  the  point 
at  which  it  was  turning  out  well  over  100,000  cars  a  year  and  was 
competing  with  Willys-Overland  and  Chevrolet  for  second  place  in 
sales  volume.  Ownership  of  the  Dodge  company  remained  with  the 
Dodge  famiUes;  the  management  was  taken  over  by  Frederick  S. 

"5 


ii6  THE  AUTOMOBILE  INDUSTRY 

Haynes,  who  had  been  with  the  Dodges  since  their  bicycle  days  in 
1 901. 

The  new  season  saw  the  return  o£  Henry  Leland  to  the  automo- 
bile business.  You  will  recall  that  Leland  had  left  Cadillac  in  191 7 
and  made  Liberty  engines.  With  the  war  over,  he  (together  with 
his  son  Wilfred)  organized  the  Lincoln  Motor  Car  Company, 
backed  by  William  Murphy  and  other  of  the  early  Cadillac  sponsors. 
The  Lincoln  was  a  strictly  luxury  product,  priced  at  $4,300  and  up. 
On  January,  1920,  Leland  sold  160,000  shares  of  Lincoln  common  to 
the  investing  public,  and  he  planned  a  1920  output  of  15,000  cars. 

Another  personal  item  in  the  opening  weeks  of  1920  was  Walter 
Chrysler's  departure  from  General  Motors.  Chrysler  had  come  close 
to  leaving  General  Motors  at  the  time  of  Durant's  return.  But  Dur- 
ant  did  not  want  him  to  leave  and  paid  him  $500,000  a  year  to  stay. 
This  salary  was  nearly  a  hundred  times  as  much  as  Nash  had  paid 
Chrysler  to  come  to  General  Motors,  but  the  difference  was  hardly 
greater  than  the  difference  between  Durant  and  Nash. 

Even  at  $500,000  a  year,  however,  Chrysler  found  his  position  no 
bargain.  Durant  could  pick  good  men,  but  he  could  not  leave  them 
alone.  Early  friction  between  Durant  and  Chrysler  arose  from  an 
incident  which  in  itself  was  trivial.  Durant  took  a  liking  to  one  of 
Chrysler's  Buick  foremen  and  hired  him  (at  a  big  pay  increase)  for 
Cadillac.  Chrysler  was  furious,  not  that  the  foreman  had  been  taken 
away,  but  that  he  had  been  kidnapped  without  Chrysler's  knowl- 
edge. Durant  apologized  and  promised  to  be  good. 

But  soon  the  two  again  fell  out,  this  time  on  more  than  merely  a 
matter  of  principle.  They  were  guests  at  a  Chamber  of  Commerce 
dinner  in  Flint.  To  the  delight  of  his  audience,  Durant  announced 
that  Flint  was  to  be  the  site  of  a  big  new  Buick  plant.  Hardly  had 
the  applause  subsided  when  Chrysler — to  whom  Durant's  announce- 
ment had  come  entirely  as  a  surprise — also  made  a  speech.  Chrysler 
said  that  Flint  was  unable  to  house  its  already  swollen  population 
of  auto  workers;  that  he  could  not  get  labor  in  Flint  except  by  pay- 
ing premium  wages;  and  that  if  a  new  Buick  plant  was  built  in 
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Flint,  it  would  go  up  only  over  his  dead  body.  Chrysler  finished  his 
talk  in  the  midst  of  a  shocked  silence  and  he  and  Durant  left  the 
dinner  with  relations  between  them  extremely  strained. 

It  was  shortly  after  this  incident  that  Chrysler  resigned  his  $500,- 
ooo-a-year  job  and — for  a  brief  period — got  along  without  any  job 
at  all.  The  fundamental  reason  for  his  departure  from  General 
Motors  was  that  no  company  is  large  enough  to  support  two  big 
shots  at  the  same  time. 

Meanwhile,  through  the  first  quarter  of  1920  the  automobile  was 
living  up  to  the  most  optimistic  expectations.  Production  was  far  in 
excess  of  1919,  and  in  March,  1920,  the  industry  broke  all  previous 
records  with  an  output  of  220,000  cars.  On  March  27,  the  Ford 
Motor  Company  assembled  4,256  Model  T's,  yet  Ford  dealers  were 
telling  customers  that  deliveries  could  not  be  guaranteed  before  fall. 

Occasionally  it  did  occur  to  the  industry  that  its  prosperity  might 
be  a  little  too  good  to  be  permanent.  As  Automotive  Industries  cau- 
tiously put  it: 

In  some  of  the  more  congested  districts  where  everybody  is  repre- 
sented [that  is,  where  all  the  manufacturers  had  dealers]  it  is  very  pos- 
sible that  something  akin  to  competition  may  spring  up. 

Apprehension,  however,  was  more  commonly  expressed  by  those 
who  still  considered  the  automobile  an  alien  and  disturbing  element 
in  American  life.  Governor  A.  E.  Sleeper  of  Michigan  complained 
that  the  wages  of  auto  workers  were  too  high  and  that  the  auto- 
makers were  "seducing"  boys  and  girls  from  Michigan  farms  to 
Detroit,  where  they  spent  money  foolishly  and  led  lives  of  extrava- 
gance. The  average  annual  income  of  the  auto  worker  in  191 9  was 
$1,500  a  year  ($28  a  week).  The  average  annual  income  of  the  auto- 
parts  worker  was  $1,300  ($25  a  week).  Considering  the  1919  cost  of 
living,  the  auto  worker's  life  was  hardly  a  dizzy  round  of  gaiety.  To 
the  Governor,  however,  the  auto  and  the  auto-parts  industries  were 
as  Sodom  and  Gomorrah.  Farms,  he  said,  were  going  to  ruin  be- 
cause the  old  folks  could  not  work  them  alone.  "Michigan,"  he 


ij8  the  automobile  INDUSTRY 

added,  "will  wake  up  hungry  unless  some  o£  Michigan's  manhood 
is  left  to  run  its  farms." 

But  the  220,000-car  production  in  March  marked  the  turning- 
point  of  the  postwar  boom.  At  a  time  when  the  pubHc's  objection  to 
the  high  cost  of  everything  was  crystallizing  in  a  "buyer's  strike," 
the  auto-maker  unsuspectingly  indulged  in  one  further  price  boost. 
The  automobile  was  now  almost  twice  as  costly  as  it  had  been  in  its 
first  i,ooo,ooo-car  year.  And  the  car  manufacturer  was  trying  to  sell 
twice  his  1916  output  at  almost  twice  his  1916  prices.  The  following 
table  illustrates  price  changes  from  the  1916  low  to  the  1920  high: 

Automobile  Retail  Prices 

October  i,  igi6    September  i,  ig20 

Chalmers    $1,090  $Ij945 

Ford   365  575 

Franklin 1,850  3,ioo 

Hudson    IJ465  2,600 

Jordan 1,675  3^075 

Maxwell     595  i>i95 

Willys-Knight   ....  1,285  2,300 

Pierce-Arrow 4,300  7)250 

Studebaker    1,085  2,150 

Paige 1,090  i?925 

Locomobile    5,400  8,900 

The  industry  would  have  had  trouble  with  its  1920  sales  even  at 
its  1919  prices,  but  the  1920  price  level  was  an  invitation  to  the  crisis 
which  rapidly  arrived. 

The  first  warning  appeared  as  early  as  April,  when  output  dropped 
to  150,000  cars.  May  and  June  brought  a  partial  recovery,  but  the 
200,ooo-car  level  was  never  again  threatened.  Meanwhile,  there  had 
been  a  great  cancellation  of  consumer's  orders  for  cars,  and  the 
dealers  were  now  complaining  that  they  were  getting  more  cars 
than  they  could  sell.  This  seems  to  be  the  first  appearance  of  the 
Problem  of  the  Overstocked  Dealer.  In  July  and  August  sales  con- 
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tinued  to  decline  rapidly  and  it  was  also  apparent  that  there  would 
be  no  improvement  in  the  fall. 

The  industry  went  from  boom  to  depression  with  extraordinary 
rapidity.  Companies  actually  went  into  receivership  at  times  when 
their  output  and  sales  were  larger  than  they  had  been  in  any  pre- 
vious year.  For  though  sales  were  high,  the  manufacturer  had 
expected  them  to  be  even  higher  and  had  contracted  for  materials 
far  in  excess  of  his  requirements.  He  could  not  pay  for  his  deliveries 
and  he  was  already  up  to  his  ears  in  bank  loans,  with  his  bankers 
pushing  him  hard  for  payment. 

The  first  constructive  action  in  this  crisis  was  taken  by  Henry 
Ford.  In  September,  Ford  announced  the  following  price  cuts  in 
the  Model  T:  touring  car,  $440  from  $575;  roadster,  $395  from  $550; 
coupe,  $745  from  $850;  sedan,  $795  from  I975. 

These  were  major  amputations,  ranging  from  $135  on  the  touring 
car  to  $200  on  the  sedan.  The  touring  car  was  brought  back  to  its 
February,  191 8,  price  and  to  within  $80  of  its  1916  low.  Ford's  cut 
was  the  first  automobile  price  reduction  since  car  prices  had  begun 
to  go  up  in  191 6. 

Several  other  manufacturers  quickly  followed  Ford's  lead.  The 
Franklin  touring  car  was  reduced  to  $2,600  from  $3,100.  Studebaker 
made  a  $200  cut  in  September  and  another  $200  cut  in  December, 
the  second  cut  bringing  the  Studebaker  Light  Six  down  to  $1,650. 
The  biggest  reduction  was  made  by  the  Packard,  which  had  a  good 
deal  to  reduce  from.  In  November,  Macauley  cut  the  Packard  tour- 
ing car  from  $3,640  to  $2,975  ^^^  ^^^  sedan  from  $4,950  to  $4,250. 

Yet  most  of  the  manufacturers  still  refused  to  admit  the  realities 
of  the  situation.  Ford's  price  cut  received  much  abuse  and  no  praise. 
General  Motors  announced  that  it  would  maintain  prices  at  least 
until  the  end  of  the  year.  Henry  Jewett,  maker  of  the  Paige  and 
Jewett  cars,  said  that  Ford's  price  cut  proved  that  Ford  had  been 
profiteering  on  his  previous  prices,  and  that  no  manufacturer  who 
had  been  selling  cars  at  reasonable  figures  should  feel  any  occasion 
to  reduce  his  price.  But  on  the  very  day  after  this  outburst,  Jewett 
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suddenly  experienced  a  triumph  o£  sense  over  sentiment  and  cut 
the  prices  of  the  Paige-Jewett  Hne  by  $200  a  car.  The  general  opin- 
ion, however,  was  that  the  last  quarter  of  1920  would  be  a  bad 
quarter  at  any  price  level,  and  a  "wait-and-see"  policy  was  com- 
monly adopted. 

By  October,  many  plants  were  shut  down  entirely  and  others 
were  operating  only  two  or  three  days  a  week.  There  were  54,000 
jobless  auto  workers  in  Detroit  alone.  Yet  when  James  Couzens,  at 
this  time  mayor  of  Detroit,  suggested  a  share-the-work  program  of 
part-time  employment,  the  manufacturers  were  not  merely  indiffer- 
ent but  positively  indignant.  They  claimed  that  they  were  laying 
off  only  "inefficient"  workers  who  had  "shirked"  their  way  through 
boom-time  prosperity  and  were  not  needed  or  desired  in  any  "nor- 
mal" period. 

In  August,  when  Clarence  Earl,  who  was  carrying  on  in  the  job 
of  operating  vice-president  of  Willys-Overland,  had  laid  off  2,500 
men,  he  had  described  them  as  "surplus"  labor.  And  in  December, 
with  the  Dodge  plant  running  only  two  days  a  week,  Haynes  ob- 
served that  the  partial  shutdown  would  "cull  out  the  weaklings  and 
the  inefficient."  Since  both  Willys-Overland  and  Dodge  finished  the 
year  without  a  wheel  turning  in  either  plant,  it  appeared  that  all  the 
labor  had  become  superfluous  and  that  everybody  was  being  "culled 
out." 

The  year's  end  found  the  industry  in  a  state  of  almost  complete 
paralysis,  with  only  Ford  running  at  anything  approaching  a  normal 
pace.  Ford  (as  we  shall  see  in  a  moment)  was  forced  to  make  auto- 
mobiles or  go  out  of  business.  But  soon  the  Ford  works  were  also 
quiet,  and  in  January,  1921,  the  output  of  the  automobile  industry 
was  down  to  20,000  cars.  The  automobile's  first  depression  could 
hardly  have  been  more  complete. 

The  1920  depression  was  caused  chiefly  by  overpricing,  but  the 
depression  developed  into  a  major  crisis  chiefly  because  of  over- 
expansion.  Thus  three  of  its  most  conspicuous  victims  were,  as  has 
been  suggested  in  the  previous  chapter,  Willys-Overland,  General 
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Motors,  and  Ford — the  largest  and  most  expansive  of  the  automobile 
companies.  Several  of  the  more  conservatively  managed  concerns, 
such  as  Dodge,  Nash,  and  Studebaker,  escaped  serious  damage. 
Studebaker  ran  through  both  1920  and  1921  v^^ithout  a  decHne  in 
profits;  indeed,  Erskine  made  new  high  records  in  the  depression 
years.  But  he  w^as  emphatically  an  exception  to  the  rule:  to  Willys, 
Durant,  and  Ford  the  postwar  slump  brought  predicaments  which 
ranged  from  the  highly  embarrassing  to  the  definitely  disastrous. 

Willys  was  in  bad  shape  from  the  moment  the  boom  began  to 
fade  in  the  spring  of  1920.  His  financial  position  depended  upon  his 
ability  to  renew  and  to  keep  renewing  short-term  bank  loans  which 
neither  he  nor  his  bankers  expected  him  to  pay  when  they  were  due. 
That  is,  Willys  would  borrow  $5,000,000  in  January  for  three  months 
and  when,  in  March,  the  three  months  were  up,  he  would  renew 
the  loan  until  June.  In  June  he  would  renew  it  until  September,  and 
so  on.  But  this  system  worked  only  in  a  period  of  prosperity.  When 
the  boom  vanished — and,  as  we  have  seen,  it  vanished  almost  over- 
night— the  bankers'  willingness  to  renew  the  loans  dwindled  to  a 
very  low  point.  To  be  sure,  they  did  renew  them  several  times,  for 
they  realized  that  if  Willys  was  driven  into  a  receivership  they  might 
never  get  their  money  back.  But  meanwhile  Willys  could  not  bor- 
row any  new  money  and  there  was  always  the  possibility  that  the 
banks  would  move  in  on  him  and  try  operating  the  company  them- 
selves. 

What  Willys  really  needed  was  a  bond  issue — that  is,  a  longer- 
term  loan  that  would  not  come  due  for  ten  or  fifteen  or  twenty 
years.  For  various  reasons — chiefly  because  investment  bankers  were 
afraid  to  lend  money  to  auto-makers  and  auto-makers  were  afraid 
to  borrow  money  from  them — the  automobile  industry  had  had  little 
to  do  with  the  investment  banker,  and  automobile  bond  issues  were 
extremely  rare.  A  group  of  New  York  banks,  however,  headed  by 
Chase  Securities  (the  investment  affiliate  of  the  Chase  Bank)  were 
considering  the  question  of  underwriting  a  $25,000,000  bond  issue 
for  Willys.  But  they  did  not  want  to  put  the  money  at  Willys's  dis- 
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posal  (just  as  Lee  Higginson  would  not  make  the  loan  to  General 
Motors  while  Durant  remained  in  control).  So  in  June,  1920,  it  was 
announced  (by  the  Willys-Overland  company)  that  Walter  Chrysler 
had  been  persuaded  to  come  out  of  retirement  and  assist  Willys 
with  Willys-Overland  affairs. 

In  the  meantime  the  Maxwell  company,  which  had  also  got  itself 
into  a  very  precarious  condition,  was  equally  pressed  for  cash.  And 
another  New  York  banking  syndicate,  which  also  included  Chase 
Securities,  had  already  put  $4,000,000  of  new  money  into  Maxwell. 
Since  the  Maxwell  syndicate  also  numbered  admirers  of  Chrysler — 
particularly  Edward  Tinker  of  Chase — Chrysler  was  asked  to  do  a 
rescue  job  on  Maxwell  as  well  as  on  Willys-Overland.  So  Chrysler 
began  to  patch  up  Maxwell  with  one  hand  and  Willys-Overland 
with  the  other,  and  for  his  services  as  a  super-trouble-shooter,  he 
collected  a  fee  of  $1,000,000  a  year  for  two  years. 

Chrysler's  arrival  must  have  been  decidedly  unwelcome  to  Willys, 
especially  since  Chrysler  began  his  house-cleaning  by  cutting  Willys's 
$i50,ooo-a-year  salary  to  $75,000.  Yet  Willys  merely  remarked,  apro- 
pos of  his  reduced  salary,  that  the  bankers  had  certainly  shown  good 
judgment  when  they  picked  Chrysler  to  cut  expenses,  and  on  the 
surface  Willys  and  Chrysler  were  the  best  of  friends.  When  news- 
papermen suggested  that  Chrysler  himself  hardly  represented  an 
economy  move  at  Willys-Overland,  Willys  said  that  Chrysler  was 
the  least  adequately  compensated  man  on  the  pay  roll  and  that 
nobody  could  possibly  pay  Chrysler  nearly  as  much  as  he  was  worth. 

It  was  also  announced  that  the  $10,000,000  New  Jersey  plant  which 
the  Willys  Corporation  had  now  almost  completed  would  be  used 
for  the  production  of  a  Chrysler  automobile.  The  Chrysler  would 
appear  in  the  spring  of  1921  and  was  being  designed  by  Carl  Zeder, 
formerly  Studebaker's  chief  engineer.  This  statement  was  not  made 
for  publicity  purposes.  Had  1921  brought  a  business  upturn,  a  1921 
Chrysler  would  no  doubt  have  appeared.  But  the  spring  of  1921  was 
much  worse  than  the  summer  of  1920,  and  Chrysler's  hopes  of  mak- 
ing a  Chrysler  car  were  indefinitely  postponed. 
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There  was  not  a  great  deal  that  Chrysler  could  do  with  either  of 
his  ailing  charges.  At  Willys-Overland,  he  got  rid  of  Clarence  Earl 
(who  had  laid  off  the  "surplus"  labor)  and  Frank  Dollbier,  Willys- 
Overland  treasurer.  Dollbier  was  a  former  phonograph  salesman 
who  had  sold  phonographs  to  Willys  when  Willys  was  keeping 
store  in  Elmira.  At  Maxwell,  Chrysler  brought  about  a  similar  de- 
parture of  officers  whose  usefulness  seemed  to  have  been  outlived. 
One  of  the  Maxwell  executives  accidentally  shot  himself  while  exam- 
ining a  friend's  revolver.  At  the  close  of  the  year,  Willys-Overland 
reported  a  deficit  of  more  than  $5,000,000  and  Maxwell  was  hover- 
ing at  the  receiver's  door.  But  both  companies  had  been  drastically 
adjusted  to  depression  conditions,  and  Willys-Overland,  at  least,  had 
a  good  chance  of  survival. 

General  Motors  never  got  close  to  the  receivership  stage,  although 
its  survival  represented  DuPont  credit  rather  than  Durant  manage- 
ment. Durant's  1920  schedule  of  550,000  cars  was  an  increase  of  160,- 
000  cars  over  his  1919  output.  In  attempting  to  reach  it,  Durant 
launched  an  extremely  costly  construction  program  and  accumulated 
an  inventory  of  a  really  appaUing  size.  He  also  had  to  finance  a 
large  hangover  from  his  19 19  expansion — the  completion  of  the 
General  Motors  Building,  the  continuance  of  the  tractor  experiment, 
and  the  preparations  for  the  new  automobile.  This  last  was  to  be 
called  the  Sheridan  and  was  to  sell  at  $1,500  for  a  four-cylinder 
model,  with  a  six-cylinder  car  at  $3,000. 

Durant  spent  $7,600,000  on  the  Flint  Buick  plant  which  Chrysler 
had  so  publicly  objected  to,  and  another  $3,000,000  on  a  Buick  as- 
sembly plant  in  St.  Louis.  He  put  $2,000,000  into  a  New  Departure 
gear  plant  at  Bristol,  Connecticut,  and  finished  it  at  a  time  when 
older  New  Departure  plants  at  Hartford  and  Meriden  were  laying 
off  thousands  of  men.  The  $3,000,000  addition  to  the  Oakland  plant 
was  equally  superfluous,  since  in  1920  the  Oakland  turned  out  only 
36,000  of  its  100,000  scheduled  cars.  In  one  way  or  another,  Durant 
spent  $79,000,000  on  plant  and  property  before  1920  was  over. 

Meanwhile,  he  was  making  an  even  larger  investment  in  addi- 
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tional  inventory,  although  his  output  for  the  year  was  to  be  about 
35,000  cars  under  his  1919  total.  At  the  beginning  of  1920,  General 
Motors  inventory  of  materials,  supplies,  w^ork  in  progress,  and  fin- 
ished cars  stood  at  $128,000,000.  It  had  risen  to  $157,000,000  by  April 
30;  to  $184,000,000  by  June  30;  and  to  $214,000,000  by  September  30. 
There  vv^ere  still  outstanding  several  millions  of  dollars  in  commit- 
ments for  merchandise  which  had  been  ordered  but  had  not  yet 
been  delivered. 

By  the  end  of  September  it  was  apparent  that  Durant's  increased 
inventory  was  not  resulting  in  any  increased  sales.  Furthermore,  the 
price  of  materials  was  rapidly  falling.  At  the  close  of  the  year.  Gen- 
eral Motors  had  to  take  an  inventory  loss  of  $25,000,000 — that  is, 
Durant  had  paid  $25,000,000  more  for  his  inventory  than  its  market 
value  on  December  31. 

Even  the  DuPonts  could  not  supply  money  as  fast  as  Durant 
could  spend  it,  but  they  were  able  to  secure  backing  from  other 
sources  of  capital.  In  May,  1920,  with  the  boom  at  its  last  gasp. 
General  Motors  sold  an  issue  of  $64,000,000  of  common  stock.  Of 
this  amount,  $28,000,000  was  underwritten  by  J.  P.  Morgan  &  Com- 
pany and  $36,000,000  by  Explosives,  Ltd.,  a  British  munitions-and- 
chemical  company  occupying  in  England  much  the  same  position 
that  the  DuPont  company  occupied  in  the  United  States,  and  Cana- 
dian Explosives,  Ltd.  Explosives,  Ltd.,  later  changed  its  name  to 
Nobel  Industries  and  eventually  went  into  Imperial  Chemical,  the 
big  British  munitions-and-chemical  combine. 

With  its  new  money,  and  its  excellent  borrowing  capacity.  Gen- 
eral Motors  survived  the  1920  crisis,  but  Durant  himself  was  less 
fortunate.  His  personal — as  distinct  from  his  corporate — trouble 
arose  from  his  speculation  in  General  Motors  stock.  During  1919, 
there  had  been  a  strong  bull  market  in  General  Motors  common, 
the  stock  having  moved  from  $120  in  January  to  $377  in  December. 
It  was  selling  at  $376  in  March,  1920,  then  broke  sharply  and  was 
down  to  $250  by  May. 

In  May  (in  connection  with  the  new  financing)  General  Motors 
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issued  ten  shares  of  a  new  no-par  stock  for  each  share  of  the  old  $100 
par  stock.  The  new  stock  came  on  the  market  at  $24  a  share  (equiva- 
lent to  $240  for  the  old  stock).  By  August  it  was  down  to  $21,  and 
in  October  it  was  selHng  at  $17. 

All  through  the  spring  and  summer,  Durant  was  accumulating 
General  Motors  common  in  large  quantities.  Presumably  he  expected 
a  business  upturn  in  the  autumn  of  the  year,  biit  no  upturn  arrived. 
By  November,  the  stock  was  down  to  $15  and  Durant  was  hope- 
lessly in  debt.  He  had  been  buying  on  margin  through  at  least  a 
dozen  brokers,  to  whom  he  now  owed  about  $30,000,000.  His  credit 
had  been  exhausted  in  the  course  of  accumulating  the  stock,  and 
now  the  brokers  were  threatening  to  dump  his  holdings  on  the 
market  for  whatever  they  would  bring.  Furthermore,  since  he  held 
between  2,500,000  and  3,000,000  shares,  his  stock  could  not  be  un- 
loaded without  further  depressing  prices  to  the  point  where  his  hold- 
ings would  be  practically  given  away. 

Durant's  only  chance  to  escape  from  this  predicament  was  to  find 
a  purchaser  who  would  take  all,  or  most  of,  the  stock  off  his  hands 
in  a  private  deal.  But  there  were  not  many  persons  who  were  buying 
stocks  in  million-share  lots,  particularly  in  the  fall  of  1920.  Durant 
finally  did  get  an  oiler.  It  was  made  by  E.  I.  duPont  de  Nemours 
&  Company.  Late  in  November,  Durant  sold  2,500,000  shares  of  Gen- 
eral Motors  to  the  DuPont  company  for  $23,970,000  cash  and  $3,- 
480,000  in  securities.  His  stock  therefore  sold  at  $10.98  a  share.  Since 
the  market  value  was  still  about  $15  a  share,  there  has  been  some 
tendency  to  consider  that  Durant  was  victimized.  Yet  in  a  forced 
sale  on  the  open  market,  Durant  could  not  have  reahzed  anywhere 
near  $23,970,000  for  his  stock.  Under  the  circumstances,  he  salvaged 
a  great  deal  out  of  the  collapse  of  his  market  venture  and  the  Du- 
Pont company  took  over  his  holdings  at  a  reasonable  price. 

But  Durant's  position  at  General  Motors  had  again  become  un- 
tenable and  in  December,  1920,  he  left  the  company  for  the  second 
and  final  time.  Inside  of  a  few  months  he  had  organized  Durant 
Motors  and  was  back  in  the  auto  industry  with  a  car  that  bore  his 
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name.  But  the  highly  competitive  field  of  the  1920's  was  very  differ- 
ent from  the  pioneer  industry  in  which  he  had  made  his  earlier 
success. 

Ford  would  not  have  had  much  depression  trouble  if  he  had 
merely  bought  out  his  stockholders  in  1919  or  merely  made  a  big 
1 91 9  investment  in  the  Rouge  plant.  But  the  double  expenditure  had 
strained  his  resources,  and  though  he  had  paid  off  the  $75,000,000 
borrowed  in  1919,  he  had  incurred  new  debts  to  pay  the  old  and 
went  into  1920  with  bankers  holding  some  $50,000,000  of  his  short- 
term  notes.  As  the  postwar  crisis  developed.  Ford  began  to  worry 
about  the  bankers  ("money  sharks"  was  one  of  his  favorite  terms 
for  them)  and  the  bankers  began  to  worry  about  Ford.  Thus  the  big 
price  cut  in  September  was  taken  as  a  drastic  method  of  checking 
the  sales  decHne  and  insuring  a  continued  flow  of  revenue. 

Sales  picked  up  following  the  price  reduction,  but  soon  went  into 
another  slump.  Ford  had  sold  well  over  700,000  cars  in  the  first  nine 
months  of  the  year  and  additional  models,  even  at  $440,  were  hard 
to  move.  But  instead  of  tapering  off  production.  Ford  continued  to 
drive  his  plant  at  full  capacity.  In  October,  he  hit  a  new  production 
high  with  an  output  of  99,967  cars.  In  November  he  turned  out 
93,000  cars.  He  had  produced  78,000  cars  in  December  when  he 
halted  production  entirely  and  shut  down  his  plant.  It  was  not  until 
mid-February  that  the  plant  was  reopened  and  not  until  late  in 
March  that  production  was  fully  restored. 

While  Ford's  output  was  still  at  a  record  level,  he  was  cutting 
down  on  his  purchases  of  materials  and  supplies.  The  last  several 
thousand  cars  of  his  1920  output  were  made  up  out  of  inventory 
already  on  hand — and  already  paid  for.  At  the  time  of  the  shutdown 
(December  24)  he  had  some  30,000  cars  which  had  been  assembled 
but  not  delivered.  Shipping  these  cars  to  his  dealers  (on  the  usual 
cash  basis)  he  took  in  between  $12,000,000  and  $15,000,000,  nearly 
all  of  which  was  net  income.  By  maintaining  a  high  production 
after  he  had  stopped  buying  materials  and  supplies  and  by  clearing 
out  his  inventory  of  finished  cars  after  he  had  laid  off  his  labor 
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force  (of  some  60,000  men),  Ford  kept  his  income  high  while  his 
expenses  were  low.  And  with  the  money  realized  through  this  pro- 
cedure— plus  $8,000,000  raised  by  selling  Liberty  Bonds  and  $3,000,- 
000  collected  on  foreign  sales — ^Ford  met  the  payments  on  his  bor- 
rowings and  got  himself  back  on  firm  financial  ground. 

A  large  portion  of  the  burden  of  pulling  Ford  through  the  year- 
end  crisis  was  assumed,  quite  involuntarily,  by  the  Ford  dealers. 
From  September  on.  Ford  was  shipping  them  more  cars  than  they 
had  any  demand  for,  and  at  the  time  of  the  shutdown  they  had 
nearly  100,000  Model  T's  on  their  hands.  The  additional  30,000  cars 
shipped  after  the  shutdown  were  sent  out  only  over  the  dealers' 
bitter  protest.  Of  course  a  dealer  did  not  have  to  accept  deliveries. 
He  had  not  ordered  the  cars  and  Ford  could  not  make  him  pay  for 
them.  But  the  dealer  knew  that  if  he  refused  the  shipments,  his 
career  as  a  Ford  dealer  was  finished.  And,  at  the  moment,  none  of 
the  other  auto-makers  were  looking  for  any  additional  dealers  to 
handle  their  sales. 

Thus  the  Ford  dealers  felt  that  they  had  been  badly  mistreated, 
and  Ford  undoubtedly  had  taken  full  advantage  of  the  manufac- 
turer-dealer relationship,  the  one-sidedness  of  which  has  already 
been  discussed  (pages  62-65).  On  the  other  hand.  Ford  dealers  had 
enjoyed  a  long  period  of  prosperity,  based  almost  entirely  on  the 
popularity  of  the  Ford  car.  Between  1914  and  1920,  it  did  not  require 
much  selling  genius  to  sell  any  automobile  and  it  required  a  mini- 
mum of  salesmanship  to  sell  Fords.  The  most  that  could  be  said 
about  the  current  situation  was  that  the  Ford  had  taken  and  the 
Ford  had  given  away.  In  the  years  following  the  1920-21  crisis.  Ford 
added  several  thousand  new  dealers  to  his  selling  force  and,  as  far 
as  is  generally  known,  he  never  had  any  difficulty  in  finding  takers 
for  his  franchise. 

The  turn  of  the  year  was,  however,  marked  by  an  extraordinary 
mortality  among  Ford  executives.  Between  the  Dodges  and  the  de- 
pression and  the  bankers  (and  maybe  the  Tribune  suit  and  the 
Newberry  election)  Ford  did  seem  to  be  going  through  some  kind 
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of  a  psychological  change  of  life.  Among  those  let  out  were  the 
general  manager,  the  sales  manager,  the  advertising  manager,  the 
director  of  foreign  sales,  and  the  chief  auditor.  Ford  cut  off  too  many 
heads  to  permit  the  argument  that  they  were  all  empty  heads  or 
foolish  heads  or  wrong-headed  heads,  especially  as  many  of  them 
had  been  considered  wise  heads  for  a  great  many  years  and  some 
went  back  to  the  earliest  days  of  the  Ford  Motor  Company.  But 
Ford  was  in  a  very  bad  humor,  and  at  the  Ford  Motor  Company 
the  tenure  of  executive  office  has  always  been  notably  insecure. 

The  departure  of  Klingensmith,  the  general  manager,  attracted 
the  most  attention  at  the  time,  as  he  had  been  regarded  as  indis- 
pensable. Klingensmith  soon  came  out  with  his  own  automobile,  the 
Gray,  which  was  announced  as  a  $500  car  to  be  built  in  competition 
with  the  Model  T.  But  the  competition  never  became  strenuous, 
and  neither  Klingensmith  nor  the  Gray  was  a  lasting  element  in  the 
motorcar  scene. 

But  Ford  did  make  one  bad  error  which  came  back  to  plague 
him.  Among  the  last  subjects  of  the  executive  turnover  was  William 
Knudsen,  who  had  developed  much  of  Ford's  assembly-line  tech- 
nique. Not  long  after  leaving  Ford,  Knudsen  turned  up  at  General 
Motors,  where  he  gave  the  Chevrolet  the  benefit  of  his  Ford  training 
and  supplied  the  Model  T  with  a  good  deal  more  competition  than 
it  was  eventually  able  to  survive. 

It  was  also  at  about  this  time  that  Ford  embarked  on  his  anti- 
Semitic  campaign,  attacking  Jews  in  the  columns  of  his  Dearborn 
Independent.  The  character  of  Mr.  Ford's  political  and  social  views 
is  now  too  well-known  to  require  comment  here.  Ford  should  have 
confined  himself  to  strictly  automobile  activities. 

Although  1920  ended  in  an  atmosphere  of  deepest  pessimism,  the 
big  output  of  the  first  six  months  gave  the  year  a  deceptively  healthy 
look  from  a  statistical  point  of  view.  The  total  output  was  2,241,000 
cars,  an  increase  of  267,000  over  the  previous  year  and  another  new 
high  in  automobile  history.  The  true  story  of  1920,  however,  is  seen 
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in  the  discrepancy  between  the  number  of  cars  scheduled  in  January 
and  the  number  produced  during  the  year. 

The  following  table  shows  some  of  the  gaps  between  1920  expec- 
tation and  1920  accomplishment: 

Automobile  Production  1920 

Schedule  Production 

Buick    200,000  111,255 

Cadillac    25,000  20,549 

Oakland     100,000  36,264 

Oldsmobile    80,000  26,000 

Willys-Overland   200,000  97 AA^ 

Willys-Knight  80,000  I5>8i3 

Dodge    200,000  141,256 

Maxwell   80,000  343168 

Nelson    4,000  615 

Packard    10,000  6,040 

Paige    30,000  16,722 

Reo   22,000  i4>839 

Ford,  who  had  scheduled  1,000,000  cars,  actually  produced  1,023,- 
252,  turning  out  more  than  40  per  cent  of  all  the  cars  made  during 
the  year.  The  Chevrolet,  with  a  schedule  of  120,000  cars,  turned  out 
126,000.  (Durant  missed  his  550,000  General  Motors  output,  how- 
ever, by  about  200,000  cars.)  The  industry  as  a  whole  had  planned  to 
make  a  Httle  more  than  3,000,000  cars  in  1920  and  fell  about  750,000 
below  that  figure.  It  was  the  money  spent  and  borrowed,  and  the 
parts  and  materials  ordered  for  these  projected  but  not  produced 
automobiles,  that  came  so  close  to  wrecking  the  industry  in  the  first 
bad  year  that  it  had  ever  experienced. 

A  Worse  Year 

From  a  production  standpoint,  1921  was  much  worse  than  1920. 
The  total  output  was  only  1,680,000  automobiles,  of  which  more 
than  1,000,000  were  made  by  Ford.  Yet  nobody  expected  1921  to  be 
a  good  year,  and  nobody  put  up  any  plant  or  acquired  any  inven- 
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tory  that  he  could  not  use.  Furthermore,  the  industry  finally  aban- 
doned its  wartime  prices  and  started  automobile  price  levels  on  a 
downward  movement  which  did  not  end  until  1924.  Except  for 
several  corporate  fatalities,  1921  was  an  unhappy  rather  than  an 
unhealthy  year. 

During  the  first  quarter  of  the  year,  however,  the  industry  was 
still  unwilHng  to  cut  prices  and  the  public  was  equally  unwilling  to 
buy  cars.  Ford  reopened  his  plant  in  mid-February,  but  had  jobs  for 
only  5,000  of  his  60,000  men.  Dodge  did  not  get  back  into  produc- 
tion until  late  in  March,  and  then  had  only  4,000  workers  against 
22,000  at  the  top  of  the  boom.  The  only  producer  who  showed  signs 
of  life  was  Erskine,  who  had  preserved  his  working  capital  by  selling 
$15,000,000  worth  of  new  stock  and  had  already  made  two  cuts  in 
the  Studebaker  price.  Erskine  sold  10,000  cars  in  the  first  three 
months  of  1921  and  made  $2,110,000  on  his  sales.  The  industry's 
output  jumped  from  53,000  cars  in  February  to  105,000  cars  in 
March,  but  by  this  time  Ford  was  again  running  a  six-day  week  and 
the  Model  T  accounted  for  72,000  of  the  105,000  cars  produced.  Ford 
customarily  had  a  big  year  when  the  industry  was  having  an  off 
year,  for  the  reason  that  in  a  depression  period  the  public  was  more 
than  ever  in  the  market  for  the  lowest-priced  car. 

In  May,  however,  the  auto-makers  finally  gave  in.  Edward  Jordan 
started  prices  down  by  marking  his  touring  car  from  $2,650  to 
$2,250.^  Then  the  Marmon,  a  strictly  luxury  product,  had  $1,000 
taken  off  the  touring  car  and  $1,400  off  the  limousine,  although  the 
open  car  still  sold  for  $4,000  and  the  closed  car  for  $5,400.  Willys  cut 
the  Willys-Overland  from  $895  to  $695,  and  Erskine's  third  price 
cut  since  September,  1920,  brought  the  Studebaker  down  to  $1,335. 

The  most  significant  price  cuts,  however,  were  made  by  General 
Motors.  The  DuPonts  were  particularly  resistant  to  price-cutting  (a 

^Jordan,  who  had  been  sales  manager  for  Jeffery,  organized  the  Jordan  Com- 
pany in  1 91 6,  just  before  Nash  bought  Jeffery  out.  Jordan  was  one  of  the  first  of  the 
auto-makers  to  appreciate  the  value  of  "human-interest"  advertising — you  may  recall 
his  advertisements  for  the  Jordan  Playboy.  In  sixteen  years,  Jordan  did  not  average 
sales  of  more  than  5,000  cars  a  year,  yet  in  several  of  his  more  prosperous  seasons  he 
cleared  from  $500,000  to  $750,000. 
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practice  which  is  quite  uncommon  in  the  field  of  industrial  chemi- 
cals), and  when  their  prices  went  down  it  was  an  admission  that 
price  maintenance  could  no  longer  be  afforded.  The  Buick  went 
from  $1,795  to  $1,595,  the  Oldsmobile  from  $1,445  to  $1,325,  and  the 
Oakland  from  $1,395  to  $1,195.  ^^^t  important  was  a  reduction  in 
the  price  of  the  Chevrolet.  For  when  the  DuPonts  cut  the  Chevro- 
let, Ford  responded  with  a  (second)  cut  in  the  Ford;  the  DuPonts 
replied  with  another  reduction;  and  something  in  the  nature  of  a 
price  war  had  broken  out  in  the  motorcar  field. 

Strictly  speaking,  the  Ford  cut  in  September,  1920,  had  started  the 
new  price  trend  among  the  lower-priced  cars.  The  first  1921  reduc- 
tion, however,  was  made  by  the  DuPonts,  who  cut  the  Chevrolet 
(touring  car)  from  $820  to  $645.  The  Chevrolet  touring  car  was  still 
selling  for  $205  more  than  the  Model  T  touring  car,  but  Ford  ap- 
peared to  consider  the  margin  inadequate.  In  June,  he  cut  his  touring 
car  from  $440  to  $415,  and  widened  the  gap  between  his  car  and 
the  Chevrolet  to  $230.  In  July  the  DuPonts  came  back  with  a  $20 
cut  in  the  Chevrolet  touring  car,  pricing  it  at  $625.  This  was  $5  less 
than  the  cut  which  Ford  had  made  in  June. 

By  this  time  Ford  was  running  at  capacity  again,  and  even  aside 
from  Chevrolet  competition  was  in  a  position  to  apply  his  formula 
of  lower  prices  on  larger  sales.  In  September,  he  announced  a  sub- 
stantial price  reduction  which  brought  his  Model  T  to  their  follow- 
ing record  lows : 

Model  T  Prices  1921 

June  September 

Touring  Car  $415  $355 

Roadster     370  325 

Coupe     695  595 

Sedan    760  660 

Ford  was  now  back  to  preboom  price  levels,  the  touring  car  selling 
for  $5  less  than  its  price  in  September,  191 6. 
Pierre  duPont  must  have  felt  that  the  automobile  industry  was  no 
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fit  occupation  for  a  Delaware  gentleman  engaged  primarily  in  the 
manufacture  of  chemicals  and  explosives.  Nevertheless,  he  v^as  still 
determined  to  keep  the  Chevrolet  price  within  haiHng  distance  of 
the  Ford.  In  October,  he  took  an  even  $ioo  oif  the  price  of  the  tour- 
ing car  and  sold  it  for  $525. 

Meanwhile,  the  Chevrolet  sedan  had  also  been  coming  down,  and 
between  May,  1921,  and  October,  1921,  moved  from  $1,375  ^^  $^75 — 
a  reduction  of  $500  between  spring  and  fall.  The  Model  T  was  still 
selling  at  considerably  under  Chevrolet  prices,  the  touring  car  being 
priced  $170  under  the  Chevrolet  touring  car  and  the  sedan  at  $215 
under  the  Chevrolet  sedan.  But  before  Ford's  price  cut  in  Septem- 
ber, 1920,  there  had  been  $245  between  the  touring  cars  and  $400 
between  the  sedans.  Thus  the  Chevrolet  was  narrowing  the  gap. 
Furthermore,  the  actual  difference  between  the  cost  of  the  two  lines 
was  not  as  great  as  the  difference  in  their  list  prices.  The  Chevrolet 
included  several  basic  accessories — particularly  demountable  rims 
and  a  self-starter — as  standard  equipment,  obtainable  at  no  extra 
cost.  On  the  Ford  open  models,  these  fixings  were  extras  and,  if 
specified,  added  $80  to  the  list  price  of  the  Model  T.  On  a  similarly 
equipped  basis,  therefore,  the  Chevrolet  touring  car  cost  only  $90 
more  than  the  Ford  touring  car. 

It  was  from  this  period  that  the  Chevrolet  began  to  become  a 
serious  competitor  to  the  Ford.  Evidently  the  DuPonts  had  decided 
that  General  Motors  needed  a  really  high-volume  seller  in  the 
strictly  low-price  field.  And  once  they  had  come  around  to  this 
viewpoint,  not  even  Ford  price-cutting  was  sufficient  to  shake  them 
off. 

The  Ford-Chevrolet  price  reductions  were  also  indicative  of  the 
continued  lower  trend  in  car  prices.  The  spring  wave  of  lower  prices 
was  followed  by  another  series  of  fall  price  cuts,  in  which  Hudson, 
Packard,  Pierce- Arrow,  and  Hupmobile  joined  the  movement  to- 
ward preboom  prices.  Haynes,  particularly  resistant  to  price  reduc- 
tion, finally  took  $300  off  the  Dodge,  and  Erskine's  fourth  cut  in 
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twelve  months  reduced  the  Studebaker  to  $1,150.  Erskine  had  prac- 
tically halved  his  postwar  top  of  $2,150. 

Among  the  individual  corporations,  the  troubles  o£  Willys,  the 
progress  of  Chrysler,  and  the  return  of  Durant  furnished  the  major 
stories  of  the  year.  Willys  never  did  get  the  $25,000,000  which  Chase 
Securities  et  al.  had  planned  to  lend  him.  Not  that  the  bankers  de- 
serted Willys.  They  were  ready  to  go  ahead  with  the  bond  issue 
whenever  Willys  said  the  word.  But  Willys  never  said  it.  For  much 
as  Willys  needed  money,  he  hated  to  get  it  from  the  Chase  group. 
He  was  afraid  that  if  the  bonds  were  issued,  the  company  might  fall 
permanently  into  the  bankers'  control.  At  the  very  least  he  would 
have  Chrysler,  or  someone  much  worse  than  Chrysler,  around  boss- 
ing the  works  for  years  to  come.  Willys-Overland  had  been  strictly 
a  Willys  creation,  and  Willys  did  not  want  anyone  set  up  as  a 
guardian  over  his  child. 

Yet  Willys  was  in  a  delicate  position.  He  could  not  aflford  an 
open  break  with  the  Chase  syndicate,  for  if  they  announced  that 
they  were  no  longer  interested  in  financing  him,  the  Toledo  banks 
(to  whom  he  now  owed  about  $18,000,000)  might  throw  him  into  a 
receivership  right  away.  But  as  long  as  the  Toledo  banks  knew  that 
the  New  York  banks  were  in  the  offing,  they  would  keep  on  renew- 
ing Willys's  loans.  So  Willys's  problem  was  to  keep  the  New  York 
offer  open  but  to  avoid  accepting  it. 

This  was  rather  a  difficult  problem,  but  Willys  was  equal  to  it.  He 
told  the  New  Yorkers  that  much  as  he  appreciated  their  readiness 
to  help  him,  he  could  not  issue  any  bonds  without  the  consent  of  75 
per  cent  of  his  preferred  stockholders.  This  statement  was,  of  course, 
correct;  the  holders  of  preferred  stock  did  have  a  veto  power  over 
any  security  that  would  be  a  prior  claim  on  Willys-Overland  earn- 
ings.^ But  Willys  was  himself  a  large  holder  of  preferred  stock  and 

^  If  bonds  were  issued,  Willys-Overland  would  have  to  pay  its  bond  interest  before 
it  paid  any  preferred  dividends.  So,  to  protect  the  holders  of  preferred  stock,  the 
Willys-Overland  articles  of  incorporation  had  provided  that  no  bonds  could  be  is- 
sued without  their  consent. 
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could  probably  have  secured  the  other  preferred  holders'  consent  to 
the  bond  issue  i£  he  had  earnestly  desired  the  bond  issue  himself. 
The  New  York  bankers  suspected  that  Willys  was  playing  for  time, 
but  they  were  in  no  hurry,  and  thought  that  Willys  would  have  to 
come  to  them  sooner  or  later. 

Meanwhile  Willys  made  cars  only  as  his  dealers  asked  for  them, 
slowly  worked  off  his  excess  inventory,  and  carefully  conserved  his 
little  cash — in  other  words,  he  went  back  to  the  first  principles 
which  had  served  him  so  well  in  1907.  At  the  close  of  1921,  the  future 
of  Willys-Overland  was  still  uncertain,  but  the  company  was  at 
least  in  a  position  to  take  advantage  of  any  improvement  in  general 
business  conditions. 

The  Willys  Corporation,  however,  could  not  be  salvaged.  In  No- 
vember, 1921,  it  went  into  receivership.  The  New  Jersey  plant  was 
finished,  but  the  company  had  no  money  with  which  to  build  auto- 
mobiles. Its  only  source  of  income  was  dividends  from  the  companies 
whose  stocks  it  held — and  these  companies  were  not  paying  any 
dividends  in  1921.  Indeed,  Willys  Corporation's  chief  support  should 
have  been  dividends  from  Willys-Overland,  and  we  have  just  seen 
how  impossible  any  dividends  from  Willys-Overland  would  have 
been.  Nor  were  most  of  the  other  companies  in  which  Willys  Cor- 
poration was  interested  much  better  ofif.  Fisk  Rubber,  for  example, 
lost  $3,680,000  in  1 92 1  and  was  living  mostly  on  the  patience  of  its 
bankers. 

There  was  nothing  to  do  with  Willys  Corporation  except  to  sell 
its  assets  for  whatever  they  might  bring,  turn  the  proceeds  over  to 
the  creditors,  and  wind  up  the  company's  unfortunate  existence.  So 
Chrysler  lost  all  hope  of  a  Chrysler  car  manufactured  under  Willys's 
sponsorship.  Willys  was  in  an  even  worse  position.  For,  as  you  will 
remember,  the  stock  through  which  Willys  controlled  Willys-Over- 
land was  among  the  Willys  Corporation  assets  and  would  have  to 
be  put  on  the  market  along  with  everything  else  that  Willys  Corpo- 
ration owned.  Thus  Ford  or  Durant  or  General  Motors  or  anybody 
with  the  money  to  spend  might  get  Willys's  interest  in  Willys- 
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Overland,  and  even  if  he  pulled  the  Willys-Overland  company 
through  its  crisis,  it  looked  as  if  he  would  be  saving  it  for  someone 
else. 

As  for  Chrysler,  he  was  devoting  most  of  his  attention  to  the  Max- 
well, which  had  gone  through  a  receivership,  been  reorganized  with 
new  capital  from  Chase  Securities  and  Blair  &  Company,  and  was 
now  trying  to  get  a  new  start  in  life.  Chrysler  joined  in  the  price 
cuts  of  the  period,  but  nursed  the  Maxwell  along  very  cautiously, 
making  no  attempt  at  a  high  output  for  the  year.  A  major  problem 
was  the  rehabilitation  of  the  car  itself.  The  old  Maxwell  had  become 
a  byword  for  mechanical  troubles  and  other  drawbacks  to  motoring 
pleasure,  and  Chrysler  had  to  develop  a  new  car  and  also  to  live 
down  the  old  reputation.  An  advertising  campaign  was  begun 
around  the  theme  of  "the  good  new  Maxwell."  In  later  years, 
Chrysler  said  that  he  "gagged"  at  the  use  of  the  word  "good"  in 
connection  with  the  Maxwell,  but  at  any  rate  his  car  was  a  great 
improvement  on  its  predecessor  and  gradually  worked  its  way  back 
into  popular  esteem. 

In  a  season  conspicuous  for  receiverships  and  bankruptcies,  Dur- 
ant  provided  a  constructive  and  cheerful  note.  His  Durant  Motors 
was  organized  in  January,  1921 — less  than  a  month  after  his  de- 
parture from  General  Motors.  Durant  raised  $5,000,000  in  the  city 
of  Flint  and  got  an  additional  $6,000,000  by  selHng  500,000  shares  of 
Durant  Motors  to  the  general  public  at  $12  a  share.  He  had  his  own 
stock-selling  organization  and  sold  stock  on  the  installment  plan  to 
a  great  many  persons  who  should  never  have  purchased  any  securi- 
ties, particularly  securities  of  a  speculative  nature.  But  Durant  still 
had  a  great  reputation  in  the  automobile  world,  and  his  spectacular 
ups  and  downs  at  General  Motors  had  also  made  the  public  familiar 
with  his  name. 

Durant  brought  out  a  Durant  automobile,  with  a  four-cylinder 
car  at  $1,000  and  a  six-cylinder  at  $1,500.  The  car  was  a  "refinement" 
of  the  Sheridan,  the  car  which  Durant  was  introducing  at  General 
Motors  just  before  the  boom  blew  up.  The  DuPonts  had,  at  the 
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moment,  no  use  for  the  Sheridan  (or  any  other  experiment  in  ex- 
pansion) and  were  glad  to  have  Durant  take  the  automobile  oflF 
their  hands.  In  December,  Durant  said  that  he  had  orders  of  30,000 
Durants,  enough  to  keep  his  two  plants — one  in  Long  Island  City, 
the  other  in  Flint — ^busy  until  July,  1922.  He  was  also  planning  a 
low-priced  car  which  he  said  would  come  out  at  a  price  equal  to,  or 
perhaps  below,  the  price  of  the  Ford. 

At  the  very  close  of  1921,  the  Lincoln  went  into  a  voluntary 
bankruptcy.  Leland  objected  to  the  admission  of  insolvency — which 
was  decided  upon  by  Murphy  and  the  other  backers — but  there  was 
no  other  course  for  the  company  to  follow.  The  Lincoln  was  a  fine 
automobile,  but  it  had  been  designed  and  priced  for  a  boom  period, 
and  no  amount  of  craftsmanship  could  make  it  a  depression  success. 
The  company  had  already  borrowed  $4,000,000  and  put  a  $2,500,000 
mortgage  on  the  plant.  The  Lelands  and  other  directors  had  per- 
sonally endorsed  the  company's  notes  and  had  suppUed  $1,250,000 
of  the  mortgage  money.  But  the  company  was  without  working 
capital  to  continue  the  production  of  its  cars.  At  the  end  of  the 
year,  the  Lincoln  was  on  the  market,  ready  to  be  sold  at  public 
auction  to  the  highest  bidder. 

So  ended  1921  and  with  it — fortunately  for  the  automobile  busi- 
ness— the  postwar  depression.  For  the  first  time  in  automobile  his- 
tory, the  abiHty  of  the  industry  to  produce  automobiles  had  run 
ahead  of  the  ability  of  the  public  to  purchase  them.  Totally  unac- 
customed to  depressions,  living  on  hand-to-mouth  financing,  and  hit 
by  bad  times  at  their  moment  of  greatest  expansion,  the  auto-makers 
had  been  badly  damaged  and  thoroughly  demoralized. 

During  1921,  however,  the  industry  had  rid  itself  of  the  high 
prices  which  had  been  so  largely  responsible  for  the  1920  crisis  and 
the  1921  depression.  The  average  wholesale  value  of  the  1921  auto- 
mobile was  $722,  against  $952  in  1920.  This  reduction  amounted  to 
$230  a  car,  a  decline  of  almost  25  per  cent.  And  the  1921  price  was 
only  about  $50  more  than  the  191 6  price. 

Thus  the  industry  went  into  1922  with  prices  on  a  strictly  "pre- 
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war"  basis.  Indeed,  as  prices  had  gone  down  consistendy  between 
1914  and  1916,  the  1922  car  was  selHng  for  less  than  the  1914  car. 
And  in  the  postwar  world,  in  spite  of  the  1921  panic,  there  remained 
a  much  greater  purchasing  power  than  the  prewar  world  had  ever 
known.  Thus,  given  a  return  to  general  prosperity,  the  automobile 
industry  was  certain  to  resume  its  usual  course  of  increasing  output, 
sales,  and  profits.  The  1920-21  depression  was  comparatively  short, 
because  the  automobile  industry  price-cut  its  way  out  of  it. 
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BETWEEN  1900  and  1920,  the  main  problem  o£  the  auto-maker 
was  the  problem  of  producing  cars.  There  was  first  the  prob- 
lem of  producing  a  car  good  enough  to  create  and  to  satisfy  a 
demand  for  it.  The  arrival  of  the  self-starter  (in  1912)  might  be 
taken  as  marking  the  end  of  the  more  primitive  automobile  era  and 
the  beginning  of  the  period  in  which  the  motorist  was  reasonably 
certain  of  reaching  his  destination  under  his  own  power. 

With  the  development  of  the  war  boom  there  came  the  problem 
of  producing  enough  cars  to  meet  the  demand  for  them.  In  1916 
and  again  in  191 9  the  number  of  persons  actively  in  the  market  for 
an  automobile  was  considerably  greater  than  that  of  the  cars  the 
industry  could  manufacture.  And  as  the  high  prices  of  the  war 
period  were  reduced  and  the  country  as  a  whole  recovered  from  the 
postwar  panic,  the  demand  for  automobiles  again  exceeded  the  in- 
dustry's capacity.  By  1923,  manufacturing  employment  was  up  to 
about  8,500,000  persons,  whose  wages  came  to  $11,000,000,000  for 
the  year.  So  purchasing  power  was  back  to  its  wartime  level,  but 
prices — and  especially  automobile  prices — were  very  much  reduced. 
In  1923  and  again  in  1925  dealers  had  no  great  difficulty  in  disposing 
of  all  the  cars  that  the  manufacturer  could  send  them. 

Yet  even  during  this  1922-25  period,  the  automobile  had  become  a 
selling  as  well  as  a  manufacturing  problem.  The  industry  was  still 
running  at  or  near  capacity  (although  not  during  the  1924  reces- 
sion), but  it  was  operating  at  capacity  only  because  automobiles 
were  becoming  easier  to  buy.  In  the  first  place,  cars  were  being  sold 
on  the  installment  plan.  In  the  second  place,  the  "trade-in"  was 
developing  into  a  major  factor  in  the  distribution  of  automobiles. 

138 
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Installment  selling  of  automobiles  dates  from  about  1915  and 
flourished  during  the  war  period.  Until  about  1923,  however,  no  one 
seemed  to  pay  much  attention  to  it,  and  there  are  no  reliable  figures 
on  the  number  of  cars  sold  on  time  payments  until  about  1925. 
Perhaps  two  cars  out  of  every  three  were  being  sold  on  installment, 
usually  on  the  basis  of  about  a  one-third  down  payment  with  the 
balance  in  twelve  equal  payments. 

The  custom  of  trading  in  a  used  car  for  a  new  automobile,  with 
the  allowance  on  the  used  car  partially  offsetting  the  cost  of  the  new 
one,  was  such  a  spontaneous  and  gradual  development  that  the  time 
and  place  of  its  birth  cannot  now  be  determined.  It  was  not  until 
the  closing  months  of  1920  and  the  beginning  of  the  1921  panic  that 
the  used  (that  is,  the  traded-in)  car  began  to  assume  the  proportions 
of  a  "problem."  Throughout  the  1920's,  however,  the  problem  be- 
came constantly  more  pressing.  Not  only  was  the  number  of  cars 
produced  increasing  every  year,  but  the  industry  was  selling  more 
and  more  of  its  automobiles  to  persons  who  had  already  purchased 
at  least  one  car. 

In  1922,  for  example,  there  were  38,000  car-dealers,  of  whom 
8,000  sold  Fords.  In  order  to  sell  2,250,000  new  (U.S.)  passenger 
cars,  the  dealers  had  to  take  about  1,300,000  trade-ins.  It  follows  that 
1,300,000  of  the  1922  cars  were  sold  to  people  who  were  already  car- 
owners,  which  leaves  only  950,000  people  who  bought  their  first  car 
in  1922.  Furthermore,  the  dealers  had  to  get  rid  of  the  1,300,000 
trade-ins.  If  we  add  the  number  of  trade-ins  to  the  production  of 
new  cars,  we  see  that  the  dealers  had  to  sell  3,550,000  automobiles 
in  all.  As  it  turned  out,  they  did  not  get  rid  of  all  the  trade-ins,  since 
there  were  about  400,000  used  cars  in  the  dealers'  hands  at  the  end 
of  the  year,  compared  to  200,000  such  cars  at  the  beginning.  Thus 
as  early  as  1922  the  majority  of  new  automobile  buyers  were  already 
automobile  owners,  and  the  dealer  had  more  used  cars  to  handle 
than  he  could  dispose  of  in  a  reasonable  time. 

In  1923,  there  was  a  great  increase  in  automobile  production  and 
the  U.S.  market  absorbed  3,600,000  new  passenger  cars.  But  to  move 
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their  3,600,000  new  cars,  the  dealers  had  to  accept  no  less  than 
2,800,000  trade-ins.  The  number  of  new  buyers  of  new  cars  was 
actually  smaller  than  it  had  been  in  1922,  since  in  1923  only  800,000 
"clean"  (that  is,  without  a  trade-in)  sales  were  made.  In  1922  there 
had  been  three  trade-ins  to  five  new-car  sales;  in  1923,  there  was  a 
trade-in  with  more  than  three  out  of  every  four  new-car  sales.  The 
growth  of  the  auto  industry  was  already  dependent  upon  its  ability 
to  sell  cars  over  and  over  again  to  the  same  people. 

Furthermore,  the  dealers  now  had  to  sell  3,600,000  new  cars  plus 
2,800,000  trade-ins,  or  6,400,000  cars  in  all.  And  they  were  no  longer 
able  to  resell  the  trade-ins  for  as  much  as  they  paid  for  them.  Ac- 
cording to  the  Automobile  Dealer's  Association,  the  average  allow- 
ance on  the  trade-ins  was  $322.  But  the  average  resale  price  of  the 
trade-ins  was  $308.  If  these  figures  are  correct,  the  dealers  lost  $14 
per  trade-in,  or  about  $40,000,000  in  all.  And  a  large  portion  of  their 
time,  labor,  and  overhead  was  being  diverted  to  the  sale  of  used 
cars.  If  the  auto  manufacturer  had  been  doing  his  own  retailing,  or 
if  he  had  been  dealing  with  a  retailer  who  was  in  a  position  to  talk 
back  to  him,  he  would  either  have  reduced  his  prices  or  curtailed 
his  output.  As  it  was,  however,  the  dealer's  losses  on  his  trade-ins 
did  not  affect  the  manufacturer's  profit,  and  there  was  no  effective 
protest  which  the  dealer  could  make. 

The  public's  annual  investment  in  automobiles  was  also  greatly 
increased  by  its  payments  for  used  cars.  In  1923,  for  instance,  the 
public  spent  (at  retail)  about  $3,000,000,000  on  new  cars  and  another 
$1,000,000,000  on  used  cars,  so  that  the  total  expenditure  for  auto- 
mobiles amounted  to  about  $4,000,000,000.  And  as  time  went  on,  the 
auto  industry  became  more  and  more  dependent  upon  the  purchas- 
ing power  of  people  in  the  lower-income  groups. 

The  large  number  of  passenger-car  registrations  (that  is,  the 
large  number  of  passenger  cars  in  use)  in  the  United  States  was 
being  forever  cited  as  testimony  to  America's  high  standard  of  liv- 
ing. By  1923,  for  instance,  there  were  13,000,000  passenger  cars  in 
the  country.  No  other  country  in  the  world  had  13,000,000  passenger 
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cars  or  any  considerable  fraction  thereof.  But  while  America's  posi- 
tion as  the  automobile  capital  of  the  universe  was  stressed  so  fre- 
quently, its  position  as  the  secondhand  automobile  capital  was 
never  mentioned.  The  output  of  new  cars  was  maintained  only  by 
selling  used  cars  at  sacrifice  prices.  And  it  was  maintained  only  by 
selling  millions  of  cars  to  persons  whose  abiHty  to  pay  even  $100  or 
$200  or  $300  for  a  used  car  depended  upon  the  continuance  of 
boom-time  conditions.  In  the  latter  part  of  the  1920's,  the  number 
of  used  cars  sold  every  year  was  much  greater  than  the  number 
of  new  cars  sold,  and  it  became  necessary  to  find  customers  for  some 
10,000,000  cars  per  season. 

The  problem  of  salesmanship  was  created  and  intensified  by  the 
manufacturers'  rapidly  increasing  ability  to  produce  automobiles. 
In  1920,  their  capacity  was  about  3,000,000  cars  per  year.  According 
to  Automotive  Industries,  this  capacity  had  increased  to  about 
4,300,000  cars  by  the  beginning  of  1923.  During  1923 — a  year  of 
great  automobile  prosperity — nearly  every  producer  was  expanding 
his  capacity  with  every  dollar  that  he  could  lay  his  hands  on.  And 
the  industry  went  into  1924  with  a  capacity  of  5,600,000  cars.  This 
was  an  increase  of  30  per  cent  in  capacity  during  the  year.  No  in- 
dustry needs  to  run  at  capacity  to  make  money.  And  auto  produc- 
tion was  so  concentrated  in  the  spring  of  the  year  that  there  was  a 
seasonal  as  well  as  an  amiual  capacity  to  be  considered.  But  a  com- 
paratively small  investment  could  make  such  a  tremendous  increase 
in  car-making  capacity  that  the  industry  was  getting  actually  as 
well  as  technically  into  an  extremely  overproduced  state.  And  re- 
member that  every  producer  was  going  ahead  as  though  he  were 
the  only  producer,  and  as  if  there  were  no  limit  to  the  number  of 
automobiles  that  could  be  sold. 

All  of  which  brings  us  to  a  consideration  of  the  fundamental 
problem  of  the  automobile  manufacturer — a  problem  arising  from 
the  fact  that  the  automobile  comes  under  the  technical  heading  of 
"durable  consumer's  goods."  The  automobile  has  a  useful  Hfe  of 
from  eight  to  ten  years.  That  is  why  it  is  called  "durable."  A  good 
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example  of  perishable  consumer's  goods  is  a  pair  of  shoes.  The  shoe 
manufacturer  makes  about  320,000,000  pairs  of  shoes  a  year.  He  also 
sells  320,000,000  pairs  of  shoes,  more  or  less,  every  year,  because  the 
shoes  he  makes  in  one  season  are  worn  out  by  the  next. 

But  the  manufacturer  of  automobiles  had  an  entirely  different 
problem.  Even  in  the  early  1920's,  as  we  have  already  seen,  he  was 
selling  most  of  his  automobiles  to  people  who  already  had  auto- 
mobiles. The  prosperity  of  the  industry  depended  upon  the  sale  of 
at  least  4,000,000  (new)  cars  per  annum.  But  more  than  3,000,000 
of  these  cars  had  to  be  sold  (and  actually  were  sold)  to  people  who 
were  already  driving  cars.  And  most  of  these  cars  were  still  in  satis- 
factory condition  when  the  owners  bought  new  ones.  However 
much  the  buyers  of  new  automobiles  may  have  needed  a  car,  most 
of  them  certainly  did  not  need  a  new  one.  They  were  like  the 
chorus  girl  who  had  a  book.  But  the  chorus  girl  did  not  want  to  be 
given  any  other  books,  whereas  the  car-owners  actually  went  out 
and  bought  another  car.  Some  of  them  bought  a  new  car  every 
season.  Others,  more  conservative,  drove  the  "old"  car  for  two  or 
even  for  three  years. 

Why  did  the  motorist  adopt  such  a  peculiar  purchasing  tech- 
nique? In  the  first  place,  because  the  new  car  was  made  easy  for 
him  to  buy.  The  sale  was  not  quite  as  easy  (that  is,  as  inexpensive) 
as  it  looked,  but  neither  was  it  exactly  difficult.  The  trick  depended 
upon  a  combination  of  the  trade-in  allowance  and  installment  pur- 
chase. Generally  speaking,  the  trade-in  allowance  was  about  equal 
to  the  down  payment  on  the  new  car.  Thus,  in  a  very  specious  sense, 
the  new  automobile  did  not  cost  the  buyer  anything,  because  he  did 
not  have  to  make  any  immediate  outlay  of  cash. 

Even  from  a  more  realistic  standpoint,  the  new  car  was  usually 
within  the  purchaser's  means.  He  commonly  paid  about  $900  for  it. 
If  he  got  $300  on  the  old  car,  he  had  a  balance  of  $600.  He  paid  the 
$600  in  twelve  installments  of  I50  each.  His  payments  amounted  to 
approximately  $12  a  week.  During  the  1920's  there  were  unques- 
tionably millions  of  persons  who  could  afford  to  pay  f  12  a  week  for 
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an  automobile.  The  fact  that  they  could  afford  the  payments  is 
demonstrated  by  the  fact  that  about  98  per  cent  of  them  kept  up 
the  payments  until  they  owned  the  cars.  In  new  cars  sold  on  stand- 
ard terms  (one-third  down  and  a  year  to  pay)  the  finance  people 
had  to  "repossess" — recapture  from  a  nonpaying  installment  buyer — 
less  than  2  cars  out  of  every  100  sold.  The  expression  "easy  pay- 
ments" is  no  doubt  very  misleading  and  these  calculations  omit  the 
item  of  interest  and  of  various  other  purchasing  costs.  However,  the 
cars  sold  on  installments  were  undeniably  sold  on  the  basis  of 
feasible  payments,  since  the  payments  were  nearly  always  made. 

In  addition  to  the  relative  simplicity  with  which  a  new  car  could 
be  acquired,  the  motorist  was  also  subject  to  sustained  psychological 
pressure.  By  producing  a  multiplicity  of  models,  and  by  making 
changes  in  models  every  season,  the  maker  endowed  his  product 
with  an  artificial  variety  and  an  artificial  novelty.  Cars  did  not 
change  basically  from  season  to  season,  partly  because  important 
technical  improvements  became  rarer  as  the  automobile  became 
more  nearly  perfect,  partly  because  no  manufacturer  could  afford  to 
scrap  his  equipment  every  season.  But  salesmanship,  verbal  and 
written,  left  no  adjective  unturned  in  an  effort  to  convince  the 
motorist  that  the  new  car  was  really  new — in  fact,  it  was  frequently 
described  as  "revolutionary."  The  corollary  to  this  proposition  was 
that  the  old  car  was  positively  archaic — that  it  was,  in  fact,  unusable 
by  any  citizen  who  wanted  to  be  up-to-date. 

There  were  two  factors  compensating  the  industry  for  its  loss  of 
the  sale  of  new  cars  through  the  increasing  sales  of  trade-ins.  First, 
the  export  of  finished  automobiles  developed  in  the  war  period 
and  continued  through  the  1920's.  These  cars  went  to  countries 
which  had  no  local  auto  industry  to  be  interfered  with,  mostly  to 
South  America,  Australia,  and  British  South  Africa. 

Canadian  production,  plus  foreign  assemblies,  plus  regular  ex- 
ports, amounted  to  386,000  automobiles  as  early  as  1923;  it  passed 
the  500,000  mark  by  1925  and  reached  (counting  trucks  also)  a  total 
of  997,000  cars  by  1929.  Foreign  sales  were  a  valuable  assistance  in 
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postponing  the  saturation  of  the  automobile  market,  although  they 
were  not  equal  to  as  much  as  one-sixth  of  total  production  except 
in  1929.  But  at  just  the  point  when  the  foreign  sales  were  reach- 
ing a  really  imposing  volume,  there  came  the  depression.  And 
in  the  depression,  the  foreign  sales  of  automobiles  dwindled  a  little 
more  rapidly  than  the  sales  at  home.  During  the  1920's,  however, 
the  American  manufacturer  thought  that  his  cultivation  of  the 
world  market  would  furnish  an  adequate  outlet  for  what  might 
otherwise  be  considered  surplus  facilities. 

The  other  compensating  factor  for  the  rapidly  increased  capacity 
of  the  auto-maker  was  the  scrapped  car.  Even  durable  consumer's 
goods  does  wear  out,  and  even  the  car  sold  several  times  as  a  used 
car  finally  reaches  the  point  at  which  no  further  performance  can 
be  extracted  from  it.  Thus  as  millions  of  cars  per  season  poured  out 
of  the  producer's  factories,  so  hundreds  of  thousands  of  cars  per 
season  were  dumped  on  the  junk  heaps.  And  the  greater  the  num- 
ber of  cars  in  use,  the  greater  the  number  of  scrapped  cars. 

Even  in  the  early  1920's  the  manufacturer  was  acutely  aware  of 
the  fact  that  a  saturation  point  for  the  automobile  did  exist.  By  sat- 
uration point,  he  meant  the  point  at  which  the  number  of  cars  in 
use  would  stop  growing  and  all  further  sales  would  be  replacement 
sales.  Such  a  point  might  have  been  reached  early  in  the  1920's  if 
all  cars  had  been  sold  for  cash  and  nobody  had  discovered  the 
trade-in.  But  with  some  sort  of  automobile  available  for  $50,  or  even 
for  $25,  the  number  of  people  who  could  afford  an  automobile  was 
obviously  very  great,  and  no  one  could  tell  exactly  how  great  it 
might  be.  Even  now  it  is  not  possible  to  set  a  limit  on  the  number 
of  registrations,  although  registrations  declined  from  193 1  through 
1933  and  in  recent  years  remained  for  a  long  period  almost  station- 
ary around  a  mark  of  30,000,000  cars  and  trucks. 

The  auto-maker  knew,  however,  that  sooner  or  later  he  would  be 
operating  wholly,  or  almost  wholly,  in  a  replacement  market.  His 
chief  reliance  against  this  forbidding  future  was  the  hope  that  by 
the  time  the  registrations  ceased  to  grow,  so  many  cars  would  be  in 
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operation  that  the  replacement  of  scrapped  cars  would  create  a  sub- 
stantial and  a  steady  volume  of  sales.  Furthermore,  even  while  the 
number  of  registrations  was  rapidly  growing,  it  was  not  growing 
nearly  as  rapidly  as  it  would  have  been  had  it  not  been  for  the 
scrapped  car.  But  how  many  cars  were  scrapped,  and  what  was  the 
ratio  between  new  cars  coming  on  the  market  and  old  cars  passing 
out  of  use? 

At  the  close  of  1921,  there  were  10,500,000  automobiles  in  the 
United  States.  The  output  for  1922  and  1923  (both  years  together) 
was  6,750,000.  So  in  two  years  the  auto-maker  had  manufactured 
about  two-thirds  as  many  cars  as  were  in  use  at  the  beginning  of 
the  period.  Had  all  these  cars  been  passenger  cars  sold  in  the  United 
States,  and  had  none  of  the  cars  in  use  at  the  end  of  192 1  been 
scrapped  during  1922  and  1923,  the  registration  of  passenger  auto- 
mobiles would  have  been  increasing  at  an  appalling  rate  and  the 
point  of  saturation  would  have  been  reached  rapidly. 

But  of  these  6,750,000  automobiles,  600,000  were  trucks,  which  left 
6,150,000  passenger  cars.  Of  these  cars,  700,000  were  exported  (some 
were  assembled  abroad)  and  so  did  not  influence  the  American 
market.  This  left  5,450,000  new  passenger  cars  sold  in  the  United 
States. 

If  we  add  these  5,450,000  cars  of  1922  and  1923  to  the  10,500,000 
cars  registered  at  the  beginning  of  1922,  we  have  a  total  of  15,950,000 
registrations  for  the  end  of  1923.  But  actual  registrations  at  the  end 
of  1923  were  14,500,000  (passenger)  cars.  The  difference  between 
these  two  figures — 1,450,000 — represents  the  number  of  cars  that 
were  scrapped  in  1922  and  1923. 

As  the  output  of  automobiles  increased  and  the  registrations  also 
increased,  so  also  did  the  number  of  scrapped  cars.  At  the  close  of 
1926,  for  instance,  there  were  19,230,000  passenger  cars  registered  in 
the  United  States.  During  1927,  the  makers  turned  out  about  4,- 
000,000  cars.  But  registrations  showed  no  corresponding  increase, 
since  in  1927  about  2,000,000  cars  were  scrapped.  The  number  of 
cars  scrapped  per  annum  eventually  reached  more  than  2,500,000, 
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and  has  been  within  a  few  hundred  thousand  cars  of  that  figure  for 
the  past  several  years.  During  the  later  1920's,  however,  the  new- 
car-versus-scrapped-car  situation  could  be  expressed— very  roughly — 
in  the  statement  that  the  manufacturers  turned  out  4,000,000  cars, 
the  customers  scrapped  2,000,0000  cars,  and  the  net  increase  in 
registrations  was  therefore  less  than  2,000,000  cars  a  year/ 

It  did  not,  of  course,  follow  that  the  scrapping  of  an  automobile 
automatically  created  a  replacement  sale.  The  depression  was  to 
demonstrate  that  it  was  possible  for  the  number  of  cars  scrapped 
per  year  to  exceed  considerably  the  number  of  cars  produced.  Still, 
given  the  car-owner's  passionate  fondness  for  his  car — and  no  one 
who  has  ever  driven  an  automobile  seems  able  to  endure  with  any 
equanimity  the  return  to  the  use  of  his  legs — the  manufacturer  can 
ordinarily  count  the  number  of  scrapped  cars  as  a  basic  replacement 
market  which  he  will  customarily  be  required  to  fill. 

These  matters  of  installment  sales,  trade-ins,  used  cars,  exports, 
scrapped  cars,  and  the  saturation  point  will  reappear  in  the  follow- 
ing pages.  They  constitute  the  fundamental  background  of  the  in- 
dustry in  the  period  of  its  greatest  prosperity.  They  are  symptoms  of 
the  new  problems  of  the  industry — the  problem  not  of  making  but 
of  distributing  cars.  Remember  that  for  a  period  of  several  years 
this  problem  was  adequately — even  brilliantly — solved.  The  output 
of  1922  was  more  than  doubled  before  the  era  of  prosperity  finally 
ended. 

Yet  the  problem  of  selling  automobiles  remained  the  central  prob- 
lem of  the  period.  There  was  a  Hmit  to  the  number  of  people  who 
could  buy  automobiles  and  to  the  amount  of  money  people  could 
pay  for  them.  It  was  not  a  fixed  limit.  It  extended  steadily  through 
the  1920's,  although  it  did  not  extend  nearly  as  rapidly  as  was  com- 
monly supposed.  But  the  maker  of  cars,  aided  and  abetted  by  the 
machine  tool,  was  coming  constantly  closer  to  it.  And  as  he  ap- 
proached it,  the  industry  became  constantly  more  competitive.  New 

^Less  than  2,000,000  because  of  (and  by  the  number  of)  exports,  including 
foreign  assemblies. 
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auto  companies  ceased  to  appear  or,  if  they  appeared,  survived 
briefly.  Many  old  companies  went  out  of  existence.  In  every  year 
from  1922  on,  the  number  of  exhibitors  at  the  National  Automobile 
Show  was  decreasing.  More  and  more  manufacturers  were  driven 
into  the  under-fijooo  field,  and  although  total  profits  of  the  industry 
were  larger  than  ever,  they  tended  to  divide  more  and  more  un- 
equally between  those  manufacturers  who  were  most  successful  in 
meeting  new  conditions  and  those  who  were  least  able  to  depart 
from  old  ways. 

Shifts  and  Changes 

So  much  for  the  general  background  of  the  1920's  and  for  the 
development  of  conditions  which  produced  a  crowded  automobile 
field.  At  the  beginning  of  1922,  however,  the  maker  of  cars,  though 
happily  unaware  of  his  troubles  in  the  distant  future,  was  acutely 
conscious  of  his  troubles  in  the  immediate  past.  It  was  not  until 
April  that  the  industry  began  to  realize  that  the  postwar  depression 
was  over.  And  some  of  the  unfinished  business  of  the  financial 
crisis  was  not  settled  until  well  into  1923. 

The  first  important  event  of  the  1922  season  was  the  sale  of  the 
Lincoln  at  public  auction.  The  purchase  price  was  $8,000,000.  The 
buyer  was  Ford.  Leland  had  unsuccessfully  attempted  to  borrow 
money  from  Ford  when  the  Lincoln  went  into  receivership.  And 
back  in  1902,  Leland  had  taken  Ford's  job.  Thus  there  has  been  a 
disposition  to  regard  the  Lincoln  transaction  as  the  settlement  of 
an  old  grudge.  But  the  facts  do  not  justify  this  interpretation.  The 
Lincoln  was  not  a  good  risk  from  a  lender's  standpoint,  and  Ford 
was  not  the  only  source  of  funds  to  whom  Leland  had  appealed  in 
vain.  And  in  January,  1922,  no  one  but  Ford  was  willing  to  pay 
$8,000,000  for  the  Lincoln  property. 

Furthermore,  Ford  actually  put  not  $8,000,000  but  $12,000,000  into 
the  Lincoln  transaction.  The  $8,000,000  satisfied  only  about  two- 
thirds  of  the  claims  against  the  Lincoln  company.  Ford  was  not 
legally  compelled  to  take  care  of  the  balance  of  the  Lincoln's  debts 
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and  certainly  had  no  moral  obligation  concerning  them.  But  when 
he  found  that  a  large  sum  was  still  owing  to  Lincoln  creditors,  he 
paid  them  an  additional  $4,000,000  to  settle  all  claims  in  full.  Two  of 
the  largest  creditors  of  the  Lincoln  company  were  the  Lelands 
themselves.  They  had,  you  will  remember,  personally  endorsed  a 
portion  of  the  notes  on  which  the  Lincoln  company  borrowed 
money  from  the  banks.  They  had  also  taken  a  share  in  under- 
writing the  Lincoln  mortgage.  Thus  Henry  Leland  and  Wilfred 
Leland  were  reported  to  have  received  more  than  $1,000,000  of  the 
additional  $4,000,000  which  Ford  paid  to  settle  the  Lincoln  account. 

For  a  few  months  after  the  Lincoln  purchase,  the  production  of 
the  car  was  left  in  Leland's  hands.  But  this  arrangement  soon  broke 
down.  Ford,  trying  to  increase  the  Lincoln  volume,  suggested  that 
some  of  the  Lincoln  parts  be  made  in  the  Ford  plant.  Such  a  plan 
struck  Henry  Leland  as  being  little  less  than  sacrilegious,  and  in 
March  the  Lelands  departed  from  the  Lincoln  for  good  and  all. 
Ford  cut  the  Lincoln  price  from  $4,300  to  $3,300,  and  turned  the 
car  over  to  Edsel  Ford. 

Most  of  the  automobile  news  of  the  year  was  created  by  Durant. 
In  addition  to  producing  the  Durant  car,  Durant  was  planning  to 
compete  with  General  Motors  by  bringing  out  a  car  in  every  price 
class.  For  good  measure,  he  was  also  going  after  the  Ford  market 
with  a  car  which  he  said  would  sell  for  $348,  demountable  rims  and 
a  self-starter  included.  Ford  cut  the  Model  T  touring  car  from  $355 
to  $348  in  January,  but  with  rims  and  starter,  the  Ford  cost  $443. 
So,  on  a  similarly  equipped  basis,  the  new  Durant  car  was  planned 
to  sell  for  almost  $100  under  the  Ford. 

In  June,  the  new  car — called,  not  very  happily,  the  Star — got  into 
production.  But  it  was  priced  at  $348  without  rims  and  starter  and 
at  $448  with  this  equipment.  So  Durant  never  did  attempt  to  under- 
sell Ford.  Indeed,  he  did  not  long  remain  at  the  Ford  level.  In 
September,  Ford  made  a  $50  price  cut  in  his  entire  Hne  (see  page 
153).  Durant  did  not  attempt  to  follow  this  reduction.  In  1923,  he 
increased  his  price  by  $50  and  sold  a  (fully  equipped)  Star  for  $490. 
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Thus  he  was  moving  up  into  the  Chevrolet  price  class  and  abandon- 
ing the  idea  of  price  competition  v^^ith  Ford. 

But  the  Star  was  only  one  of  Durant's  many  1922  ventures.  In 
May,  the  Elizabeth  plant  of  the  Willys  Corporation  was  sold  at 
public  auction.  Three  prospective  purchasers  appeared  to  bid  it  in. 
A  Studebaker  representative  quit  when  the  price  reached  $4,000,000. 
This  left  the  auction  between  Chrysler  (acting  through  the  Max- 
well company)  and  Durant.  Chrysler  had  not  abandoned  hope  of 
salvaging  a  Chrysler  car  out  of  the  Willys  Corporation  wreckage. 
But  the  Elizabeth  factory — plus  the  plans  for  the  Willys-Chrysler 
that  went  with  it — would  give  Durant  practically  a  ready-made 
automobile,  and  Durant  was  determined  to  get  it.  The  bidding 
passed  the  $5,000,000  mark,  went  to  $5,250,000.  But  when  Durant 
bid  $5,250,000,  Chrysler  was  through.  Durant  got  the  factory  and 
the  blueprints,  and  in  the  autumn  came  out  with  the  Flint  car, 
based  on  the  phantom  Chrysler  and  priced  at  $1,190.^ 

After  failing  to  get  the  Elizabeth  plant,  Chrysler  was  guest  of 
honor  at  a  testimonial  (and  consolation)  dinner  given  by  the  Max- 
well company;  then  he  left  on  a  three-month  visit  to  Europe.  Be- 
fore departing,  however  he  announced  that  in  May  the  Maxwell 
had  produced  6,500  automobiles  and  sold  them  at  a  profit  of  more 
than  $100  a  car.  By  this  time,  Chrysler  had  finally  severed  connec- 
tions with  Willys,  and  it  was  understood  that  when  Chrysler  re- 
turned from  Europe  he  would  devote  himself  exclusively  to  the 
Maxwell  car.  In  1922,  the  Maxwell  paid  off  about  $4,000,000  of  bank 
loans  and  also  showed  a  profit  of  $838,000  on  the  year.  So  one 
Chrysler  rehabilitation  was  a  major  success. 

Meanwhile,  Durant  was  still  shopping.  In  July,  at  a  receiver's  sale, 
be  picked  up  the  Locomobile,  a  real  old-timer  which  at  one  point 
had  been  steam-powered.  In  1922,  however,  the  Locomobile  did  not 
have  much  left  except  the  name  and  a  price  that  ranged  from  $5,000 

^Durant  used  the  New  Jersey  plant  for  Star  production  and  made  the  Flint  car 
in  Flint.  But  either  because  Chrysler  and  Zeder  had  not  got  very  far  on  their  design- 
ing or  because  Durant  did  not  incorporate  their  refinements,  the  Flint,  although  a 
good  automobile,  did  not  represent  any  marked  advance  in  car  construction. 


750  THE  AUTOMOBILE  INDUSTRY 

to  $8,000.  In  November,  Durant  got  another  Willys  Corporation 
property,  the  New  Process  (gear)  Company,  for  $2,100,000.  By  the 
close  of  1922,  with  the  Durant,  the  Star,  and  the  Flint  in  produc- 
tion, Durant  Motors  was  successfully  under  way. 

Durant 's  first  financial  statement  (not  issued  until  March  1923) 
reported  that  during  the  previous  seventeen  months  (since  Novem- 
ber, 1921)  the  company  had  sold  56,000  Durants  and  42,700  Stars. 
Durant  also  reported  an  operating  profit  of  $5,831,000 — an  excellent 
record  for  what  amounted  to  Durant  Motors'  first  year. 

Besides  his  operating  profit,  however,  Durant  included  a  list  of 
additions  to  surplus  which  might  have  led  an  ignorant  or  careless 
reader  to  the  conclusion  that  Durant  Motors  had  made  $42,621,000 
on  the  year.  Durant's  statement  included  an  item  of  $12,947,000  for 
"stocks  in  affiliated  companies  in  excess  of  their  cost"  and  another 
item  of  $23,480,000  as  the  "value  of  participating  contracts."  Neither 
of  these  items  made  any  sense  from  any  standard  accounting  stand- 
point, and  although  Durant  Hsted  assets  of  $85,659,000,  he  had  only 
$579,000  in  cash.^ 

Since  his  misadventures  with  General  Motors  common,  Durant 
had  been  extremely  critical  of  Wall  Street  men  and  methods.  (For 
instance,  he  was  permitting  the  public  to  buy  Durant  stock  directly 
from  his  own  stock-selling  organization,  with  no  middleman  taking 
part  in  the  transaction.  He  was  also  selling  the  stock  on  the  install- 
ment plan  to  people  who  were  not  used  to  reading  financial  state- 
ments and  who,  as  has  been  said  before,  should  not  have  been  buy- 
ing any  securities,  let  alone  securities  of  a  highly  speculative  na- 

^The  value  of  stocks  in  affiliated  companies  was  an  arbitrary  figure  and  was  de- 
pendent upon  the  earnings  of  Durant  Motors  itself.  The  "participating  contract"  item 
was  even  more  peculiar.  Durant  had  organized  the  Star  Motors  company  to  sell  Star 
automobiles.  Technically  speaking,  Durant  Motors  did  not  sell  Stars;  it  merely 
manufactured  them  for  the  Star  company.  It  had  a  contract  to  manufacture  Star 
automobiles  for  twenty  years  and  was  to  receive  from  the  Star  company  a  percent- 
age of  the  profit  resulting  from  the  sale  of  Stars.  This  was  one  of  the  participating 
contracts,  and  on  it  Durant  put  a  valuation  of  $20,988,000.  But  there  was  no  way  of 
telling  how  much  the  contract  was  worth;  there  was  indeed  no  certainty  that  it 
was  worth  anything. 
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ture.)  When  the  "participating  contracts"  statement  came  out,  a  roar 
of  mingled  wrath  and  merriment  went  up  from  the  financial  dis- 
trict, the  opinion  being  that  here  certainly  was  a  statement  which 
Wall  Street  had  had  no  part  in  shaping,  and  thank  God  for  that. 
Durant  retorted,  rather  childishly,  by  recalling  the  time  when  the 
financial  world  had  been  unwilling  to  lend  him  $8,000,000  to  buy 
the  Ford  company. 

Durant  also  purchased  the  charter  of  a  defunct  bank  and  prepared 
to  open  a  bank  of  his  own.  He  planned  to  sell  $20,000,000  of  stock 
in  $100  shares,  with  no  one  allowed  to  buy  more  than  one  share. 
It  is  very  difficult,  throughout  this  period,  to  separate  the  financial 
Durant  from  the  car-making  Durant,  but  Durant  unquestionably 
was  turning  out  automobiles  in  considerable  numbers. 

The  Locomobile  receivership,  followed  shortly  by  the  failure  of 
the  Stanley  Steamer  and  the  Stevens-Duryea,  demonstrated  the 
gradual  tightening  of  competition  in  the  auto  field.  These  three 
companies  were  among  the  leaders  of  the  early  industry.  But  they 
had  never  adapted  themselves  to  mass-production  methods  and  had 
continued  to  turn  out  a  small  number  of  very  high-priced  cars. 
They  had  already  gone  into  a  decline  by  1916,  but  the  high  prices 
of  the  boom  period  had  given  them  a  stay  of  execution.  Now,  with 
preboom  prices  again  prevailing,  they  were  not  able  to  meet  the 
competition  of  more  contemporary-minded  manufacturers. 

Next  to  Durant,  the  most  prominent  news  figure  of  the  year  was 
Willys,  although  Willys  was  usually  on  the  receiving  end  of  the 
events.  The  sale  of  the  Elizabeth  plant  and  of  the  New  Process  gear 
company  have  already  been  noticed.  Willys  Corporation  also  sold 
its  Electric  Auto-Lite  holdings  for  $4,700,000.  The  purchaser,  how- 
ever, was  Clement  Miniger,  president  of  Auto-Lite  and  a  close 
friend  of  Willys  himself.  The  sale  of  the  abortive  Chrysler,  the  gear 
company,  and  Auto-Lite  brought  in  $9,725,000,  all  of  which  went  to 
Willys  Corporation  creditors.  But  bills  for  about  $3,000,000  were  still 
unpaid.  However,  the  Willys  Corporation  receiver  was  still  holding 
several  valuable  properties,  particularly  the  corporation's  733,000 
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shares  of  Willys-Overland  stock.  Ford,  Durant,  Erskine,  the  Du- 
Ponts,  and  nearly  every  other  reasonably  solvent  manufacturer  of 
cars  v^ere  reported  as  possible  buyers  of  this  stock,  but  at  the  close 
of  1922  the  shares  were  still  in  the  receiver's  hands. 

But  though  Willys  Corporation  was  gone  forever,  Willys- 
Overland  now  seemed  Ukely  to  pull  through.  In  February,  Chrysler 
had  finally  left  Willys,  to  concentrate  on  the  Maxwell.  But  as  the 
depression  was  rapidly  departing,  the  sale  of  Willys-Overlands  was 
rapidly  picking  up.  A  total  of  $16,500,000  of  bank  loans  came  due 
in  March,  but  Willys  got  a  three-month  renewal  and  by  July  was 
able  to  pay  part  of  the  loans  and  renew  the  rest  again.  By  the  end  of 
the  year  he  had  paid  off  about  $6,000,000  of  his  bank  loans  and  was 
still  able  to  show  an  $8,779,000  profit  for  1922.  It  was  the  same 
Willys-Overland,  and  the  same  Willys,  that  had  gone  into  such  a 
tangled  postwar  condition,  but  with  the  return  of  prosperity  many 
a  battered  individualist  suddenly  discovered  that  he  was  again  the 
captain  of  his  fate. 

Price  Reductions 

The  progress  of  the  industry  as  a  whole  was  marked  by  a  con- 
tinuance of  price  reductions  and  by  a  revival  of  volume  which  be- 
gan in  April  and  continued  throughout  the  year.  After  a  good,  but 
not  remarkable,  first  quarter  the  manufacturers  sold  218,000  auto- 
mobiles in  April  and  suddenly  realized  that  happy  days  were  here 
again.  Of  the  April  output,  40,000  cars  were  made  by  General  Mo- 
tors and  111,0000  by  Ford.  In  May  the  industry  set  a  new  output 
record  of  252,000  cars,  and  it  continued  to  operate  at  better  than 
200,000  cars  a  month  for  the  remainder  of  the  season.  August,  with 
272,000  cars,  was  the  peak  month. 

The  price-cutting  was  a  continuation  of  the  1921  decline  from 
boom  prices.  In  January,  Nash  finally  gave  up  on  price  maintenance 
and  cut  his  six-cylinder  car  from  $1,545  ^^  $1,390.  The  Dodge  was 
cut  from  $985  to  $880.  Several  manufacturers  who  wanted  to  avoid 
too  obvious  price-cutting  brought  out  new  "light"  models  as  lower- 
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priced  running  mates  for  their  standard  cars.*  In  September,  Ford 
cut  his  whole  line  $50  a  car.  This  reduction  brought  the  Model  T 
to  the  following  levels:  runabout,  $269;  touring,  $298;  coupe,  $530; 
sedan,  I595.  No  one  else  had  ever  attempted  (and  no  one  else  ever 
did  attempt)  to  sell  an  automobile  for  $269,  a  figure  which  is  the 
more  remarkable  in  that  Ford  himself  got  only  about  $219  of  it. 
(That  is,  $269  was  the  retail  price  of  the  runabout,  and  the  dealer 
got  about  $50  of  this  amount.)  The  Model  T  touring  car  was  now 
$62  below  its  1916  price.  It  was  also  $652  below  the  price  at  which 
it  had  come  out  in  1909. 

The  Willys-Overland  touring  car,  after  two  price  cuts,  was  down 
to  $525,  and  the  Chevrolet  to  $510.  Durant,  as  we  have  noticed,  was 
discouraged  by  the  Ford  cut  and  quickly  moved  up  out  of  Ford's 
class.  So  in  this  price-cutting  period  Ford  remained  the  chief  price- 
cutter. 

Yet  General  Motors  had  not  abandoned  the  idea  of  maintaining 
a  big-seller  in  the  low-priced  (even  if  not  the  lowest-priced)  field. 
In  March,  1922,  Knudsen  took  charge  at  Chevrolet  and  gave  the 
car  a  new  vitality.  Knudsen  was  reputedly  Pierre  duPont's  personal 
selection;  if  so,  he  was  Pierre's  greatest  accomplishment  as  president 
of  General  Motors.  And  the  increase  in  Chevrolet  sales  was  greater 
even  than  the  increase  in  general  prosperity.  From  a  75,000  car  out- 
put in  1921,  the  Chevrolet  rose  to  a  240,000  car  output  in  1922. 
Even  after  the  Ford  price  cut,  the  Chevrolet  continued  to  increase 
its  volume. 

The  average  wholesale  price  of  the  1922  car  was  only  $607;  even 
the  retail  price  was  only  $780.  Yet  it  was  just  two  years  before  that 
the  retail  price  had  averaged  more  than  $1,200. 

What  with  better  general  business  and  lower  prices  of  cars,  nearly 

*Buick,  with  a  six  at  $1,195,  had  a  four  at  $886;  Oldsmobile  had  a  six  at 
$1,495  and  a  four  at  $1,095:  the  Hudson  company,  with  a  Hudson  at  $1,500,  also 
made  an  Essex  at  $1,200.  Studebaker  convered  a  wide  price  range  with  a  variety  of 
models  in  a  light  six,  a  special  six,  and  a  big  six.  The  "light"  cars  were  well  named, 
as  the  simplest  method  of  cost-cutting  was  simply  to  take  some  of  the  steel  (and  the 
poundage)  out  of  the  cars. 
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all  the  makers  had  an  excellent  year.  The  total  output  was  2,527,000 
automobiles,  of  which  240,000  were  trucks. 

Ford  left  the  i,ooo,ooo-car  mark  far  behind  him  with  a  "world" 
(domestic  and  foreign)  output  of  1,354,000  automobiles,  or  almost 
exactly  one-half  of  the  industry's  output.  In  addition  to  his  35,000 
Canadian  cars,  however,  he  had  about  100,000  cars  in  his  foreign 
assembly  plants  and  also  produced  about  200,000  trucks  and  tractors. 
He  sold  about  1,000,000  Model  T  passenger  cars  in  the  United  States, 
which  was  somewhat  more  than  four  times  the  sales  of  the  Chevro- 
let, his  nearest  competitor. 

Ford  had  an  indicated  profit  of  $119,000,000  in  1922.^  His  Feb- 
ruary 28,  1923,  balance  sheet  showed  cash  and  securities  of  $196,- 
000,000  and  plant  and  equipment  valued  at  $140,000,000.  There  were 
no  loans. 

General  Motors  production,  bolstered  by  the  great  increase  in 
Chevrolet  sales,  jumped  to  a  new  record  of  456,000  cars.  The  Gen- 
eral Motors  profit  was  $51,960,000.  Among  the  independents, 
Haynes  turned  out  164,000  Dodges  and  made  $19,054,000;  Stude- 
baker  sold  110,000  cars  for  an  $18,086,000  profit;  Nash  made  $7,- 
613,000  on  40,000  cars.  The  Hudson,  with  its  lower-priced  Essex 
making  most  of  its  sales,  had  a  61,000  car  output  and  a  $7,242,000 
net.  Notice  that  a  medium-priced  car,  like  the  Dodge,  was  making 
better  than  $100  a  car,  while  a  higher-priced  automobile,  like  the 
Nash,  cleared  almost  $200  a  car.  From  a  deficit  in  1921,  the  industry 
rose  to  a  profit  of  some  $250,000,000  in  1922.  About  60  per  cent  of 
the  1922  profit  was  made  by  Ford  and  General  Motors.  Yet  the  inde- 

*Ford  did  not  (and  does  not)  publish  an  income  statement.  He  does  file  an 
annual  balance  sheet,  from  which  his  profit  is  somewhat  indicated  by  changes  in 
his  profit-and-loss  surplus  since  the  preceding  year.  Thus,  for  the  year  ending  Dec. 
28,  1923,  Ford  had  a  profit-and-loss  surplus  of  $350,000,000,  compared  to  $231- 
000,000  on  Feb.  28,  1922.  The  difference — $119,000,000 — is  his  indicated  profit 
for  the  year.  His  actual  profit  was  probably  considerably  greater,  as  the  difference 
between  successive  surpluses  does  not  show  whatever  dividends  have  been  declared 
(since  dividends  are  a  part  of  profits  that  do  not  appear  as  additions  to  surplus).  But 
the  change  in  surplus  should  be  a  fair  statement  of  profit  after  dividends.  In  this 
book,  however,  Ford's  profit  and  loss  from  1927  on  are  given  in  the  figures  appear- 
ing in  the  Report  of  the  Motor  Vehicle  Industry  made  by  the  Federal  Trade  Com- 
mission and  published  by  the  Government  Printing  Office  in  1939. 
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pendents  had  ample  room  not  only  for  existence  but  also  for  ex- 
pansion. 

A  Favorable  Year 

The  year  1923  picked  up  where  1922  had  left  off,  and  improved 
very  materially  upon  it.  As  often  happens  in  a  period  of  almost 
universal  prosperity  (and  the  auto  industry  was  almost  universally 
prosperous  in  1923),  there  was  a  comparative  absence  of  noteworthy 
events,  most  of  the  news  being  made  by  new  high  records  of  out- 
put and  sales.  Thus,  in  place  of  the  200,000-car  months  which  had 
made  new  highs  in  1922,  the  industry  had  a  series  of  300,000-car 
months  in  1923,  the  top  month  being  March,  with  a  346,000  car  out- 
put. Ford  made  1,000,000  automobiles  in  the  first  six  months  of  the 
year,  and  by  the  end  of  August  the  industry  had  made  more  auto- 
mobiles than  it  had  turned  out  in  all  twelve  months  of  1922. 

Even  under  these  favorable  conditions,  several  more  of  the  old- 
time  companies  found  life  too  difficult  for  continued  survival.  The 
Mitchell,  which  dated  from  1903,  and  which  was  made  by  a  former 
wagon  company,  went  into  receivership  after  the  company  had 
completed  almost  a  hundred  years  of  business  life  at  Racine,  Wis- 
consin, where  the  first  Mitchell  wagons  had  been  built  in  1837.  At 
Kokomo,  Indiana,  the  citizens  put  up  a  monument  in  honor  of 
Elwood  Haynes,  but  as  far  as  the  Haynes  automobile  was  con- 
cerned, the  monument  came  close  to  being  a  memorial.  The 
Haynes  company  had  been  for  some  time  existing  chiefly  on  the 
patience  of  its  creditors.  An  attempt  was  made  to  merge  the  Haynes 
with  the  Winton  and  the  Apperson,  two  other  pioneers  for  whom 
the  contemporary  tempo  was  proving  too  rapid,  but  the  merger  was 
not  completed,  as  there  was  not  much  that  any  of  the  three  com- 
panies could  contribute  to  it. 

But  the  major  producers  had  excellent  years.  Willys  cleared  up 
his  remaining  bank  debts  (of  more  than  $10,000,000)  in  the  first  six 
months  of  the  year,  and  even  after  these  payments  showed  a  $7,- 
932,000  profit  by  July  i.  In  August,  the  last  of  the  banking  direc- 
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tors  left  the  Willys-Overland  Board  and  were  succeeded  by  Willys's 
friends  and  supporters,  including  Miniger  of  Auto-Lite.  In  Sep- 
tember, Willys-Overland  got  out  a  bond  issue,  the  resistance  of  the 
preferred  stockholders  now  being  considerably  less  noticeable.  The 
bond  issue  was  not  underwritten  by  Chase  Securities,  but  by  Na- 
tional City  Company.  It  was  for  $10,000,000  (instead  of  for  $25,- 
000,000)  and  was  to  be  paid  off  at  the  rate  of  $1,000,000  a  year. 
These  payments  appeared  to  be  well  within  the  earning  power  of 
Willys-Overland.  And  when  the  bonds  were  issued,  the  fact  that 
the  last  three  installments  came  due  in  1931,  1932,  and  1933  did  not 
seem  to  be  of  any  particular  significance. 

Willys  was  also  fortunate  in  the  disposal  of  Willys  Corporation's 
holdings  of  Willys-Overland  common  stock.  The  shares  were 
bought  (in  July,  1923)  by  a  syndicate  headed  by  Miniger  of  Auto- 
Lite  and  backed  by  Field,  Glore  &  Company,  Chicago  bankers.  The 
syndicate  paid  $3,000,000  for  the  733,000  shares  (roughly  $4  a  share, 
about  the  market  value  at  the  time).  It  then  gave  Willys  an  option 
to  purchase  the  shares  at  $12.  Willys  was  not  in  a  position  to  exer- 
cise the  option  for  some  time,  but  in  the  meanwhile  the  stock  re- 
mained in  friendly  hands  and  Willys,  although  no  longer  a  Willys- 
Overland  stockholder,  continued  to  direct  Willys-Overland  affairs." 

Meanwhile,  at  Maxwell,  Chrysler  was  going  through  the  same 
process  of  continued  recovery,  with  the  same  assistance  from  general 
prosperity.  In  1922  Maxwell  made  67,000  cars  with  a  profit  of  $2,- 
667,000.  The  remaining  bank  loans  were  also  cleared  off.  In  De- 
cember, 1923,  Maxwell  Corporation  announced  that  it  was  making 
a  Chrysler  Six  for  exhibit  at  the  1924  National  Automobile  Show. 
So,  almost  four  years  after  the  announcement  of  the  Willys- 
sponsored  Chrysler,  Chrysler  had  all  but  realized  his  ambition  to 
produce  a  Chrysler  car. 

The  chief  event  at  General  Motors  was  a  shift  in  management. 

•Willys  evidently  reacquired  the  stock  from  time  to  time,  as  he  had  it  again  by 
X929,  at  which  point  it  was  quoted  at  about  $25  a  share.  The  syndicate  cleared  about 
$5,864,000  on  its  deal  with  Willys,  but  on  the  other  hand  it  practically  held  the 
company  in  trust  for  him. 
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Pierre  duPont  moved  up  to  the  board  chairmanship  and  Alfred  P. 
Sloan  became  president.  You  will  remember  that  Sloan  had  ar- 
rived at  General  Motors  during  the  second  Durant  period.  He 
came  along  with  United  Motors,  which  General  Motors  acquired 
in  1918. 

A  considerable  portion  of  Sloan's  job  consisted  in  keeping  peace 
among  the  various  heads  of  the  General  Motors  manufacturing  di- 
visions. General  Motors  has  carefully  maintained  the  individuality 
of  its  automobiles.  For  instance,  the  Buick  owner  even  of  today 
thinks  of  his  car  as  a  Buick  automobile  first  and  as  a  General  Mo- 
tors product  afterwards.  From  a  selling  standpoint,  the  emphasis 
upon  the  General  Motors  automobiles  as  virtually  independent 
products  was  thoroughly  sound.  But  it  did  create  problems  in  manu- 
facturing and  in  management.  For  the  president  of  each  General 
Motors  division  tended  to  regard  himself  as  an  independent  manu- 
facturer. He  paid  no  attention  to  the  welfare  of  other  General  Mo- 
tors automobiles  and  not  much  attention  to  the  welfare  of  Gen- 
eral Motors  itself.  Part  of  Durant's  1920  troubles  had  resulted  from 
the  fact  that  several  of  his  division  heads  had  ignored  all  attempts 
at  control  from  the  front  office. 

Sloan — an  accessory  man,  not  an  automobile  man — was  well 
equipped  to  hold  the  balance  among  the  conflicting  claims  and  am- 
bitions of  the  Buick,  the  Oldsmobile,  the  Oakland,  the  Cadillac, 
and  the  Chevrolet.  He  was  a  good  administrator  and  organizer, 
and  although  he  was  not  as  original  or  as  romantic  a  figure  as 
Durant,  the  days  of  the  original  and  the  romantic  in  the  auto  busi- 
ness were  drawing  rapidly  to  a  close.  Sloan's  career  was  not  par- 
ticularly a  triumph  of  individualism.  His  father  had  been  (or, 
rather,  had  become)  the  chief  backer  of  the  Hyatt  Roller  Bearing 
Company,  hence  Sloan,  Jr.'s,  presidency  of  that  company.  In  the 
formation  of  United  Motors,  Durant  himself  had  played  a  very 
considerable  part.  But  Sloan  fitted  nicely  into  the  new  industrial 
era.  He  was  the  type  that  does  well  with  a  big  organization,  pro- 
vided the  big  organization  is  supplied  for  him.  And  his  first  year  at 
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General   Motors— like   nearly   all   his   subsequent   years— was   ex- 
tremely good. 

For  in  1923  Knudsen  ran  the  Chevrolet  output  up  to  464,000  cars 
and  the  Buick  had  its  first  big  year  since  1919,  with  an  output  of 
218,000  cars.  Total  General  Motors  output  was  798,000  automobiles 
(including  23,000  trucks).  There  was  a  $62,267,000  profit  for  the 
year.  General  Motors  still  lagged  behind  the  Ford  Motor  Company, 
but  it  was  already  making  four  times  as  many  cars  as  the  third 
largest  producer  (Willys)  and  about  three  and  one-half  times  as 
much  money  as  the  next  largest  profit-maker  (Studebaker) . 

But  Ford  retained  automobile  leadership  by  a  wide  margin.  He 
had  a  world  output  of  2,200,000  cars.  Even  allowing  for  174,000 
Canadian  and  foreign  sales,  for  150,0000  trucks,  and  for  100,000 
tractors  (also  for  7,000  Lincolns),  Ford  produced  1,850,000  U.S. 
passenger  cars.  He  produced  a  little  more  than  one-half  the  in- 
dustry's total  output  of  cars  and  trucks,  and  almost  exactly  one- 
half  of  its  3,632,000  passenger  cars.  Ford's  profit — that  is,  the  increase 
in  his  profit-and-loss  surplus — was  only  $82,263,000.  This  reduction 
was  caused  chiefly  by  the  fact  that  the  $50  price  cut  of  September, 
1922,  was  in  effect  through  all  twelve  months  of  1923. 

The  industry  as  a  whole  celebrated  its  first  4,000,000-car  year, 
with  a  car-and-truck  output  of  4,070,000.  This  was  an  increase  of 
1,500,000  automobiles  over  the  2,500,000  produced  in  1922,  a  gain  of 
60  per  cent  in  a  single  season.  For  an  industry  that  was  approach- 
ing maturity,  the  increase  was  astonishing.  And  in  1923,  the  auto- 
mobile industry  became  the  largest  manufacturing  industry  from 
the  standpoint  of  value  of  product.  The  top  position  had  previously 
been  held  by  the  steel  industry,  but  in  1923  the  steelmaker  sold 
about  31,500,000  tons  of  steel  for  $1,922,000,000,  while  the  automobile 
maker  got  $2,400,000,000  for  his  4,000,000  cars. 

Nearly  all  the  major  producers  established  new  production 
records,  and  most  of  them  also  had  new  profit  records,  although 
1923  profits  were  not  commensurate  with  1923  sales.  The  following 
table  shows  the  output  and  net  income  of  thirteen  producers  who 
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turned  out  more  than  3,900,000  cars,  or  more  than  95  per  cent  of 
total  production: 

Automobile  Production  1923 

Output  Net  Income 

Ford    2,100,000*  $82,263,000 

General  Motors    796,000  62,067,000 

Willys-Overland     196,000  13,034,000 

Dodge    179,000  11,590,000 

Durant     178,000  2,715,000 

Studebaker    145,000  18,342,000 

Hudson    88,000  8,003,000 

Maxwell     67,000  2,667,000 

Nash     57j00o  9,280,000 

Paige    43,000  3,980,000 

Hupmobile    38,000  2,635,000 

Reo   32,000  5,603,000 

Packard    22,000  7,081,000 

*  Not  counting  100,000  tractors. 

These  thirteen  companies  made  $229,000,000,  of  which  $85,000,000 
was  made  by  the  eleven  independents,  who  produced  about  i,- 
000,000  automobiles.  The  independents  were  therefore  making 
more  than  one-third  of  the  profits  on  about  one-fourth  of  the  cars. 
Their  profit  ratio  was  better  than  their  volume  ratio,  because  most 
of  them  had  a  good  deal  higher  profit  per  car  than  Ford  had. 

Notice  that  the  industry  as  a  whole  made  less  money  in  1923  than 
in  1922,  despite  the  very  large  increase  in  output.  Aside  from  Ford, 
however,  the  industry  showed  a  profit  increase,  but  not  in  propor- 
tion to  sales  increases.  General  Motors  made  340,000  more  cars  and 
only  $10,000,000  more  money;  Dodge  made  15,000  more  cars  and 
$7,400,000  less  than  in  1922. 

For  a  large  portion  of  the  1923  sales  income  was  going  into  new 
plant.  Studebaker  announced  a  $5,600,00  building  program.  Dodge 
doubled  its  assembly  capacity.  Ford  was  undergoing  a  $40,000,000 
plant  expansion.  General  Motors  announced  that  its  capacity  was 
being  increased  to  1,300,000  cars — or  500,000  more  cars  than  its  1923 
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output.  The  industry  usually  attributed  its  (relatively)  low  1923 
profit  to  low  prices,  although  there  had  been  very  few  price  changes 
in  1923  cars.  But  during  1923  the  auto-makers  increased  their  ca- 
pacity by  1,500,000  cars,  an  increase  of  30  per  cent  (page  158).  Into 
this  new  capacity  went  millions  of  dollars  of  what  would  otherwise 
have  been  net  income.  And  when  the  new  capacity  got  into  pro- 
duction, the  competitive  aspects  of  the  industry  became  more  pro- 
nounced than  ever  before. 


8: 


The  Golden  Age  1924-1925 


INASMUCH  as  the  1924-25  period  in  the  automobile  industry  be- 
gan with  rather  a  sharp  recession,  reference  to  it  as  the  "golden 
age"  may  seem  rather  pecuHar.  But  the  1924  slump  was  merely  an 
interruption  to  the  recovery  from  the  postwar  crisis;  in  1925  the  in- 
dustry had  another  of  its  customary  record  years.  More  significandy, 
1925  was  the  last  year  in  which  all  the  major  companies  were  pros- 
perous. There  were  good  years  after  1925 — years  in  which  the  out- 
put and  the  profit  of  the  industry  went  on  to  even  greater  heights. 
But  there  was  only  one  year  in  which  the  passenger-car  sales  in  the 
United  States  were  materially  greater,  and  that  was  an  abnormal 
and  unhealthy  year  which  has  been  publicized  beyond  its  merits. 
And  in  no  year  subsequent  to  1925 — not  even  in  1929 — was  the  in- 
dustry as  uniformly  prosperous.  Finally — and  this  is  quite  a  conclu- 
sive point — 1925  is  the  last  year  in  which  we  hear  any  reference  to 
a  shortage  of  automobiles.  Since  that  happy  day,  there  has  always 
been  a  surfeit. 

Even  1924  had  its  points  of  excellence,  notably  the  introduction 
of  the  Chrysler  car  and  the  appearance— for  the  first  time  in  auto- 
mobile history— of  a  closed  car  selling  at  the  same  price  as  an  open 
car  of  the  same  make.  On  an  overall  production  basis,  however, 
1924  fell  sharply  under  1923  totals.  Passenger-car  production  was 
3,280,000  against  3,632,000  in  the  previous  year.  And  the  public  spent 
only  $2,000,000,000  on  new  cars,  whereas  the  sum  of  $2,250,000,000 
had  gone  in  1923  into  the  models  of  that  year. 

Yet  these  declines  could  be  fairly  attributed  to  the  general  reces- 
sion of  1924.  Industrial  output  had  increased  so  rapidly  in  1922  and 
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1923  that  even  a  "prosperity"  public  needed  a  breathing-spell.  And 
not  every  section  of  the  pubHc  was  prosperous  in  1924.  That  was  the 
year  in  which  Robert  La  Follette,  Sr.,  ran  for  the  Presidency.  Cal- 
vin Coolidge  and  John  W.  Davis  also  ran.  And  La  Follette  got 
nearly  5,000,000  votes — all  of  which  were  strictly  protest  votes  for  a 
candidate  who  of  course  had  no  chance  of  victory.  But  most  of  the 
protest  votes  were  also  farm  votes,  so  all  they  got  was  an  honest 
count  and  short  remembrance. 

The  automobile  maker  was  one  of  the  most  conspicuous  victims 
of  the  recession,  as  he  had  a  little  outdone  himself  in  1923.  It  was 
really  in  the  fall  of  1923  that  general  business  began  to  go  ofF,  and 
by  the  fall  of  1924  everything  was,  for  the  time  being,  all  right 
again.  But  the  car-maker  did  not  notice  that  anything  was  wrong 
in  the  closing  months  of  1923.  In  those  days,  he  did  not  do  much 
fourth-quarter  business  anyhow.  So  he  went  roaring  into  1924  at 
full  speed,  and  was  surprised  and  shocked  to  discover  that  he  was 
making  more  cars  than  his  dealers  could  sell.  Nevertheless,  when 
the  year  was  over,  Ford,  General  Motors,  and  the  ten  major  inde- 
pendents ^  had  made  $213,400,000,  compared  to  $226,000,000  in 
1923.  This  was  a  decline  of  only  6  per  cent,  so  the  industry  was  not 
doing  so  poorly  after  all. 

The  major  events  of  the  year,  however,  were  the  new  Chrysler 
car  and  the  new  Hudson  price  policy.  By  1924,  new  makes  of  auto- 
mobiles were  becoming  scarce.  The  number  of  automobile  manu- 
facturers was  steadily  decreasing.  There  had  been  87  car  exhibitors 
at  the  1 92 1  National  Automobile  Show:  there  were  only  73  at  the 
1924  show.  No  automobile  company  formed  after  1920  became  a 
lasting  success,  Durant  Motors  being  the  extreme  example  of  the 
difficulties  experienced  by  post-1920  motorcar  enterprises.  In  1924, 
to  be  sure,  the  Chrysler  was  a  new  automobile,  not  a  new  auto- 
mobile company.  It  was  not  until  mid-1925  that  Maxwell  Corpora- 
tion became  Chrysler  Corporation  and  the  manufacture  of  Maxwell 

^  Dodge,  Studebaker,  Nash,  Chrysler,  Packard,  Hudson,  Hupp,  Willys-Overland, 
Reo,  Paige-Jewett. 
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cars  was  discontinued.  But  the  Chrysler  company  owes  so  Uttle  to 
its  predecessor  that  it  may  almost  be  considered  a  new  concern. 
And  the  car  which  Chrysler  brought  out  in  1924  was  a  high- 
powered,  six-cylinder  model,  entered  in  a  market  toward  which  no 
Maxwell  had  ever  ventured. 

In  spite  of  its  late  appearance  in  an  already  well-occupied  field, 
the  Chrysler  was  an  immediate  success.  It  was  a  new  car  from  the 
standpoint  of  construction  as  well  as  from  that  of  chronology.  The 
distinction  is  important,  for  most  of  the  "new"  cars  of  the  period 
were  merely  rearrangements  of  standard  parts.  Chrysler  and  Zeder 
were  automobile  builders,  as  Leland  and  Ford  and  the  Dodges  had 
been.  And  they  had  the  tremendous  advantage  of  working  without 
the  limitations  imposed  by  habit,  precedent,  and  the  necessity  of 
continuing  to  use  machines  and  materials  in  which  a  very  large 
investment  had  been  made. 

The  distinctive  feature  of  the  Chrysler  was  its  high  compression 
engine,  an  engine  which  gave  more  power  with  less  weight  and 
permitted  higher  speed  and  quicker  acceleration.  The  high-com- 
pression engine  was  not  a  new  development,  but  had  previously 
been  seen  only  in  racing  cars.  In  many  other  respects,  however, 
the  Chrysler  also  showed  the  results  of  freedom  from  precedent. 
In  January,  1924,  the  newest  items  in  automobile  equipment 
were  four-wheel  brakes  and  balloon  tires.  The  merits  of  these  novel- 
ties were  widely  debated;  only  about  one-third  of  the  1924  cars  had 
four-wheel  brakes.  But  Chrysler  and  Zeder  had  no  hesitation  in 
supplying  balloons  and  individual  brakes.  After  all,  they  had  never 
built  a  Chrysler  in  which  these  items  were  not  included. 

The  Chrysler  came  out  with  a  touring  car  at  $1,335,  ^  sedan  at 
$1,625  and  an  "imperial  sedan"  at  $1,895.  Chrysler  had  purposely 
put  it  strictly  in  the  Buick  price  class,  despite  the  fact  that  for  many 
years  the  Buick  had  made  more  dollar  sales  than  any  other  car  ex- 
cept the  Ford.  The  Hudson,  the  Studebaker,  the  Willys-Knight, 
and  the  heavier  Nash  models  were  also  operating  in  the  same 
market.  Furthermore   (although  this  point  was  not  apparent  in 
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1924)  cars  priced  at  more  than  $1,000  had  already  reached  their 
point  of  highest  sales  and  were  soon  to  enter  a  long— and  perma- 
nent—decHne.  So  in  addition  to  being  a  late-comer,  the  Chrysler 
was  also  handicapped  by  its  relatively  high  price.  Remember,  how- 
ever, that  Chrysler  was  still  in  the  lower-price  field  with  the  Max- 
well at  $785. 

In  July,  1924,  Roy  Chapin  brought  out  a  Hudson  coach  and  a 
Hudson  touring  car,  each  of  which  sold  for  $1,500.  At  the  same 
time,  his  new  Essex  models  were  priced  at  $1,000  for  the  coach 
and  $900  for  the  touring  car.  This  was  the  first  time  that  a  major 
producer  had  shown  a  six-cylinder  car  for  less  than  $1,000,  but  the 
chief  interest  in  the  Hudson  announcement  lay  in  the  fact  that  the 
Essex  coach  sold  for  only  $100  more  than  the  touring  car,  and  that 
there  was  no  diflFerence  in  price  between  the  closed  and  the  open 
Hudson  models. 

The  demand  for  closed  cars  had  been  steadily  increasing  since 
1916,  when  only  about  i  car  out  of  every  100  was  a  closed  job.  The 
war  boom,  with  its  luxury  buying,  increased  the  sale  of  closed  cars, 
although  the  coupes  and  sedans  remained  very  much  more  expen- 
sive than  the  roadsters  and  the  touring  cars.  In  1919,  about  i  car 
out  of  10  was  a  closed  model;  by  1921,  even  in  the  depression  year, 
the  closed  car  accounted  for  about  25  per  cent  of  sales.  And  in 
the  recovery  from  the  postwar  depression,  the  popularity  of  the 
closed  car  steadily  increased.  The  following  table  shows  Fisher 
Body's  open-car  and  closed-car  production  from  1919  to  1924: 

Fisher  Body  Output 

Open  Closed 

1919    103,000  31)000 

1920    245,000  83,000 

1921    112,000  87,000 

1922      158,000  99,000 

1923    202,000  217,000 

1924    239,000  335)000 

Prior  to  1924,  the  closed  model  usually  cost  about  50  per  cent 
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more  than  the  open  model  of  the  same  make.  Thus  the  producer 
who  got  f  1,000  for  a  touring  car  got  $1,500  for  a  sedan.  The  differ- 
ence between  the  two  types  was  gradually  narrowing,  however,  and 
the  old-style  runabout— difficult  to  sell  at  any  figure— was  converted 
into  a  roadster,  often  into  a  sports  roadster  with  bright  colors,  high 
speed,  smart  lines,  and  a  fancy  price.  The  Chrysler  Hne  illustrated 
these  tendencies.  Chrysler  had  a  sports  roadster  that  sold  at  $1,525 
against  $1,335  ^o^  his  touring  car.  And  the  Chrysler  sedan  sold  for 
$1,625— only  J290  more  than  the  cost  of  the  cheapest  open  model. 

When  Hudson  finally  set  the  closed  car  completely  free  of  its 
price  disadvantage,  the  open  car  went  into  a  rapid  decline.  In  No- 
vember, Chapin  reduced  the  Essex  coach  from  $1,000  to  $895,  leav- 
ing the  Essex  touring  car  unchanged  at  $900.  The  Essex  coach  was 
now  $5  cheaper  than  the  Essex  touring  car,  and  although  the  differ- 
ence was  trifling,  the  coach  immediately  became  a  sensational  suc- 
cess. (A  closed-car  six  at  $895  was  also  a  new  thing  in  the  motorcar 
world.)  The  results  of  the  Hudson  poHcy  were  not  fully  apparent 
until  the  1925  season,  but  even  in  December,  1924,  80  per  cent  of 
Hudson  sales  were  in  the  two  coaches.  At  the  beginning  of  the 
1925  season,  several  manufacturers  made  very  pronounced  reduc- 
tions in  coupes  and  sedans,  and  by  the  close  of  1925  closed  cars  were 
selling  for  little  more  than  open  cars,  although  some  manufacturers 
still  maintained  a  $100  or  $200  difference.  Eventually  the  open 
models  became  almost  an  extinct  type,  regardless  of  price. 

The  development  of  the  closed  car  made  a  great  contribution  to 
the  prosperity  of  the  auto  industry  in  the  closing  years  of  the 
1920's.  The  motorist  no  longer  put  his  car  away  for  the  winter, 
and  the  manufacturer  had  a  fall  selling  season  that  rivaled  his 
spring  sales.  The  closed  car,  warm  in  winter  and  dry  in  wet 
weather,  emphasized  the  status  of  the  automobile  as  a  family  pos- 
session and  also  accented  its  elements  of  style  and  luxury. 

In  other  respects,  the  1924  season  was  not  memorable.  Ford  had 
one  of  his  usual  "good"  years  at  a  time  when  the  industry  was 
having  a  "bad"  year.  He  sold  about  1,600,000  of  the  3,000,000  pas- 
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senger  cars  sold  in  the  United  States,  or  53  per  cent  of  the  total 
output.  In  December,  Ford  made  one  of  his  variety-store  price  cuts, 
marking  the  runabout  from  $265  to  $260,  the  touring  car  from  $295 
to  $290,  and  the  coupe  from  $525  to  $520.  At  $260,  the  Model  T 
runabout  was  the  lowest-priced  automobile  that  Ford  or  anyone  else 
had  ever  built. 

The  Model  T  runabout  never  did  become  any  cheaper,  and  in  the 
successors  to  the  Model  T  the  two-seaters  were  considerably  more 
expensive.  So  the  $260  runabout  remains  as  the  all-time  low  figure 
at  which  a  four-wheeled  gasoline-burning  vehicle  has  ever  been  sold. 
You  will  remember  that  at  the  time  of  the  Dodge  suit  Ford  stock- 
holders were  worried  about  Ford's  crazy  notion  of  selling  1,000,000 
cars  a  year  at  $250  a  car.  It  should  be  kept  m  mind,  however,  that 
the  $260  car  cost  $345  when  equipped  with  a  self-starter  and  de- 
mountable rims.  Ford  never  quite  reached  the  $250  mark,  but  in 
1924 — as  in  1923 — his  total  output  (including  trucks  and  foreign 
sales)  came  not  to  1,000,000  but  to  2,000,000  automobiles.  The  Ford 
Motor  Company  made  an  even  $100,000,000  in  1924,  against  $82,- 
000,000  in  1923. 

As  often  happened,  a  good  year  for  Ford  was  a  bad  year  for  Gen- 
eral Motors.  Knudsen  had  his  first  setback  with  the  Chevrolet,  sales 
dropping  to  314,000  cars  from  480,000  in  the  previous  year.  The 
Buick,  still  the  profit  mainstay  of  General  Motors,  had  one  of  its 
very  rare  of?  seasons,  selling  166,000  cars,  against  218,000  in  1923. 
The  total  output  of  593,000  cars  was  a  decline  of  200,000  from  the 
year  before.  Almost  two-thirds  of  the  total  automobile  recession 
came  in  the  General  Motors  output.  The  net  income  was  $45,330,- 
000,  against  $62,267,000  in  1923.  It  was,  by  a  wide  margin.  General 
Motors'  poorest  year  since  the  panic. 

Dodge  had  the  best  year  among  the  independents,  making  more 
than  $19,000,000  and  almost  doubling  the  comparatively  low  1923 
profit.  Chrysler  sold  82,000  cars  and  made  $4,115,000,  against  $2,667,- 
000  in  1923.  Hudson's  profit — $8,000,000 — showed  little  increase,  but 
sales  went  from  88,000  cars  to  128,000. 
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Durant's  ideas  about  rivaling  General  Motors  appeared  more  vis- 
ionary than  ever  when  he  showed  a  profit  of  only  $767,000.  Even 
this  small  figure  was  reached  only  by  taking  depreciation  out  of  sur- 
plus. Depreciation  is  almost  always  taken  out  of  current  earnings, 
but  if  Durant  had  followed  the  standard  practice  he  might  have  had 
a  deficit  for  the  year.  Sales  were  down  to  111,000  cars,  against  176,- 
000  in  1923.  Durant  had  unquestionably  made  General  Motors,  but 
it  was  becoming  equally  apparent  that  he  was  unable  to  prosper 
without  it. 

The  most  spectacular  profit  gyration  was  supplied  by  Willys, 
whose  extremely  volatile  earnings  always  seemed  like  an  exaggera- 
tion of  current  tendencies,  whether  these  were  good  or  bad.  In  the 
good  year  of  1923,  Willys-Overland  had  made  $13,034,000.  In  the  bad 
year  of  1924,  Willys-Overland  made  $2,086,000.  Willys's  sales  were 
not  off  very  much — he  sold  160,000  cars  in  1924  against  190,000  cars 
in  1923 — but  it  was  always  difficult  to  account  for  a  Willys  profit, 
whether  high  or  low.  He  made  only  $12  per  car  in  1924,^  but  cost 
control  seemed  to  be  the  Willys  weak  spot,  and  he  had  a  capacity 
for  making  less  money  on  more  automobiles  than  almost  anyone  else 
in  the  business. 

On  an  output  of  875,000  cars,  the  major  independents  showed  the 
following  profits: 

Independent  Automobile  Production  1924 

Dodge    $19,965,000 

Studebaker    13,773,000 

Nash  9,280,000 

Hudson    8,073,000 

Packard    4,805,000 

Chrysler   4,115,000 

Reo   3,402,000 

Willys-Overland    2,086,000 

Paige     1,588,000 

Hupmobile    1,005,000 

Total    $68,092,000 

*Even  Ford,  usually  the  low  man  in  profit-per-car  figures,  made  about  $50  a  car 
in  1924. 
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The  independents  were  well  able  to  hold  their  own  in  the  industry, 
making  about  28  per  cent  of  U.S.  passenger  cars  and  running  far 
ahead  of  General  Motors  in  output  as  well  as  in  net  income. 

By  the  beginning  of  1925  the  recession  was  over.  Several  further 
mortalities  of  auto-makers  had  been  reported  during  the  1924  sea- 
son, and  only  61  exhibitors  were  on  hand  for  the  1925  show  against 
73  the  year  before.  A  slightly  unhappy  note  was  also  sounded  when 
Klingensmith  left  the  Gray  company.  The  Gray  was  now  selling  far 
above  the  Ford  level,  and  not  many  Grays  were  being  sold.  KHngen- 
smith  said  he  was  going  to  take  a  trip  to  Australia,  which  was  per- 
haps the  farthest  point  from  Detroit  that  he  could  reach.  But  after 
a  cautious  first  quarter,  the  auto  industry  let  go  in  April  and  turned 
out  420,373  cars  and  trucks.  This  output  was  a  new  high,  and  it  was 
also  the  first  time  that  a  400,000-car  month  had  been  recorded. 

Even  more  important  than  the  high  production  was  the  fact  that 
the  dealer  had  no  trouble  in  handling  the  cars.  He  took  all  he  was 
sent  and  asked  for  more.  Whereupon  the  manufacturers  ran  off 
three  more  400,000-car  months  before  letting  down,  in  August,  to 
catch  their  breath  and  pat  themselves  on  the  back.  In  four  months 
they  had  turned  out  1,667,000  automobiles,  which  was  about  500,000 
more  cars  than  had  been  built  in  the  corresponding  1924  period. 

The  boom  was  accelerated  by  the  fact  that  many  manufacturers 
were  now  following  Chapin's  lead  and  marking  their  closed  cars 
down  to  open-car  levels.  In  the  upper-price  brackets,  some  quite 
startling  bargains  resulted.  Thus  Peerless  cut  its  coupe  from  $2,950 
to  $2,495  ^^^  Pierce-Arrow  brought  out  a  $3,000  model — a  price 
which,  from  the  Pierce-Arrow  standpoint,  was  practically  giving 
the  car  away. 

The  best  price-cutting  job,  however,  was  done  by  Alvin  Macauley 
at  Packard.  Macauley  had  been  selHng  a  sedan  at  $3,375,  a  coupe  at 
$3,275,  and  a  touring  car  at  $2,585.  He  now  brought  both  the  sedan 
and  the  coupe  down  to  the  touring-car  level,  pricing  all  three  at  the 
$2,585  figure.  He  had  to  take  $800  off  the  sedan  and  $700  off  the 
coupe,  but  when  he  was  finished  he  had  two  closed  models  that 
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were  selling  as  Packards  had  never  sold  before.  True,  there  was  now 
little  reason  for  anyone's  buying  the  touring  car,  but  that  is  what  is 
meant  by  "the  passing  of  the  open  car." 

Not  that  price  reductions  were  the  sole  or  even  the  major  cause 
of  increased  buying.  In  the  low-price  field,  Willys  cut  prices — in 
spite  of  his  low  profit  margin — and  sold  a  great  many  more  cars. 
But  Chevrolet  came  out  with  a  new  model  at  considerably  over  its 
1924  prices  and  also  sold  a  great  many  more  cars.  Ford  had  the  same 
prices  and  sold  about  as  many  cars.  It  seemed  that  the  public  was 
feeling  prosperous  and  deciding  to  buy  automobiles. 

In  September,  there  was  almost  a  shortage  of  cars.  Dealers  had  on 
hand  only  250,000 — which  was  only  about  6  cars  per  dealer. 
Furthermore,  most  of  these  cars  were  used  cars,  the  supply  of  1925 
models  being  almost  entirely  gone.  The  automobile  manufacturer, 
having  had  a  Big  First  Half,  began  to  prepare  for  a  Big  Second 
Half  as  well.  Chapin  made  two  price  cuts  in  the  Essex  coach,  offered 
a  six-cylinder  closed  car  for  the  quite  unprecedented  price  of 
I765,  and  was  unable  to  make  Essex  coaches  nearly  as  fast  as  his 
dealers  could  sell  them.  Willys  took  another  piece  off  the  Willys- 
Overland  price  tag,  and  when  he  was  finished  the  Willys-Overland 
sedan  was  down  to  $595,  which  was  only  $15  more  than  the  cost 
of  the  Ford  sedan.  General  Motors  paid  no  attention  to  price-cutting, 
but  was  selling  more  Chevrolets  anyhow. 

The  combination  of  low  stocks,  lower  prices,  general  prosperity, 
and  the  insatiable  demand  for  closed  cars  resulted  in  an  extraordi- 
nary fall  season.  In  September,  the  output  hit  488,000 — more  than 
50,000  cars  above  the  April  high.  The  October  total  was  456,000.  In 
November — when  production  was  usually  heading  rapidly  for  the 
year-end  low— 376,000  cars  were  made.  Even  December,  usually  ded- 
icated to  inventory  shutdowns  and  preparations  for  the  automobile 
show,  saw  an  output  of  319,000. 

Making  more  than  1,000,000  cars  and  trucks  in  the  last  quarter, 
the  automobile  industry  passed  the  4,000,000-car  level  by  more  than 
400,000  units.  The  passenger-car  output  was  3,870,000.  The  produc- 
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tion  of  557,000  trucks  gave  a  total  output  o£  4,427,000  automobiles. 
In  passenger  cars  alone  there  was  a  570,000  car  increase  over  1924.  A 
considerable  portion  of  this  increase  should  be  credited  to  Chapin's 
foresight,  back  in  1924,  in  eliminating  the  price  differential  betvv^een 
the  open  and  closed  models.  For  years  the  public  had  been  demand- 
ing closed  cars;  now^  it  v^as  possible  to  get  them  at  little,  if  any,  price 
premium  over  the  open  models. 

Against  this  background  of  a  record  year  for  the  industry,  it  was 
to  be  expected  that  the  news  of  individual  manufacturers  would  be 
good  news.  And  so,  in  almost  every  instance,  it  was.  The  biggest 
story  of  the  year,  however,  came  in  April  and  did  not  particularly 
reflect  the  presence  of  an  automobile  boom.  This  event  was  the  sale 
of  Dodge  Brothers  to  the  New  York  banking  house  of  Dillon,  Read 
&  Company. 

Why  Mathilda  Dodge  (widow  of  John)  and  Anna  Dodge  (widow 
of  Horace)  wanted  to  sell  Dodge  Brothers  is  a  mystery.  Haynes 
was  doing  a  fine  job  with  the  automobile,  which  was  easily  the  lead- 
ing independent  in  both  sales  and  profits.  Yet  the  company  evi- 
dently was  put  on  the  market,  since  not  only  Dillon,  Read,  but  also 
General  Motors  put  in  a  bid  for  it.  In  the  past  six  years  Dodge 
Brothers  had  made  (before  paying  interest  and  Federal  taxes)  more 
than  $93,000,000.  It  had  sold  222,000  cars  in  1924,  and  in  1925  both 
output  and  income  were  on  their  way  to  new  records. 

But  the  company  was  for  sale,  and  Dillon,  Read  got  it.  You  will 
remember  Clarence  Dillon  as  the  head  of  the  banking  syndicate 
which  had  "rescued"  Goodyear  in  1921.  Goodyear,  with  inflation 
and  panic  over,  had  resumed  its  naturally  excellent  earning  power, 
although  the  bankers  still  had  voting-trust  control  of  the  company 
and  Edward  Wilmer  (Dillon's  nominee)  was  chairman  of  the 
Goodyear  board.  General  Motors  no  doubt  put  in  a  bid  because  the 
Dodge  looked  like  a  very  good  buy  and  General  Motors  had,  or 
could  raise,  the  money  to  pay  for  it. 

Through  J.  P.  Morgan  &  Company,  General  Motors  offered  $124,- 
650,000  in  straight  cash  or  $50,000,000  in  cash  plus  $90,000,000  in 
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notes.  The  notes,  which  were  not  interest-bearing,  were  to  be  paid 
off  in  nine  yearly  installments  of  $10,000,000  each.  Dillon  offered 
$146,000,000,  all  cash.  In  the  long  run,  the  General  Motors  cash-plus- 
notes  offer  was  about  the  same  as  Dillon's,  but  the  Dodge  family 
liked  the  immediate  cash  better  and  Dillon  got  the  Dodge.  For 
years  the  newspapers  tagged  Dillon  as  "the  man  who  wrote  a  check 
for  $146,000,000" — a  statement  which  was  statistically  correct  but  ig- 
nored the  "Read  &  Company"  portion  of  the  Dillon  partnership. 

As  soon  as  Dillon,  Read  &  Company  had  become  owners  of  the 
Dodge  property,  they  sold  to  the  investing  public  $75,000,000  of 
Dodge  bonds  and  $85,000,000  of  Dodge  preferred  stock.  As  both  is- 
sues were  immediately  snapped  up  with  great  enthusiasm,  the  bank* 
ers  promptly  realized  $160,000,000  on  their  Dodge  securities,  thus 
making  $14,000,000  on  the  deal.  But  they  also  retained  control  of 
their  automobile  property.  With  each  share  of  preferred  stock  they 
had  given,  as  a  bonus,  one  share  of  common  stock,  so  that  the  hold- 
ers of  850,000  shares  of  preferred  were  also  holders  of  850,000  shares 
of  common.^  This  common,  however,  which  was  called  Class  A 
common,  did  not  carry  any  vote.  The  entire  voting  power  was  re- 
served for  a  special  common  called  Class  B  common,  of  which  there 
were  500,000  shares.  All  of  these  Class  B  voting  shares  were  kept  by 
Dillon,  Read  &  Company.  The  banking  house  therefore  retained 
complete  control  of  Dodge  Brothers,  even  although  they  had  sold 
$160,000,000  worth  of  securities  against  its  assets  and  earning  power. 

There  was,  of  course,  nothing  hidden  about  this  arrangement. 
The  stockholders  knew  that  their  common  stock  did  not  give  them 
any  voice  in  the  affairs  of  the  company.  But  their  common  stock 
was  eligible  for  dividends,  and  the  stockholder,  as  a  rule,  is  very 
much  more  interested  in  dividends,  and  in  the  resale  value  of  his 
stock,  than  in  a  voting  privilege  which  he  is  hardly  ever  in  a  posi- 

'  Bondholders  also  had  the  privilege  of  exchanging  their  bonds  for  common 
stock,  and  additional  common  was  issued  to  provide  for  this  exchange  privilege. 
Most  of  the  bondholders,  however,  preferred  to  keep  their  bonds. 
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tion  to  use  effectively  and  which  he  commonly  exercises  by  proxy  if 
at  all. 

Had  Dillon  issued  voting  stock  in  the  Dodge  company,  and  had 
the  stock  been  so  w^idely  distributed  that  no  individual  stockholding 
group  owned  an  appreciable  portion  of  it,  the  direction  of  the  com- 
pany would  have  gone,  by  default,  to  Haynes  and  the  other  Dodge 
executives.  As  it  was,  Dillon  remained  the  active  proprietor  and  sig- 
nalized his  position  by  bringing  Wilmer  in  from  Goodyear  as  chair- 
man of  the  Dodge  board.  Haynes,  however,  retained  the  presidency, 
and  for  the  time  being  remained  the  actual  chief  executive.  In  1925, 
he  sold  300,000  automobiles,  cleared  $28,800,000,  and  made  all  his 
stockholders,  voting  or  otherwise,  very  happy. 

At  about  the  same  time  that  Dillon  wrote  his  famous  check,  the 
motor  world  was  startled  by  what  was  known  as  the  "Ford  plan." 
A  small  Detroit  finance  company  announced  that  it  would  back  the 
purchase  of  Fords  on  the  basis  of  $12  down  and  $5-a-week  pay- 
ments. Since  even  the  Ford  usually  required  a  down  payment  of 
$170  (for  the  coupe),  the  plan  was  almost  a  "nothing  down"  propo- 
sition. In  three  days  more  than  4,000  Fords  were  sold  on  the  "Ford 
plan,"  which  was  soon  copied  by  finance  companies  in  Pittsburgh, 
Cleveland,  and  other  industrial  centers.  The  Ford  Motor  Company 
had  no  connection  with  the  "Ford  plan,"  which  it  neither  endorsed 
nor  opposed. 

The  larger  and  more  conservative  finance  companies  and  the  auto- 
mobile industry  as  a  whole  were  distinctly  hostile  to  the  "Ford 
plan."  Some  of  the  criticism  seemed  to  be  based  on  the  theory  that 
it  was  sinful  to  make  car-purchasing  so  easy.  But  had  the  plan,  or 
some  variation  of  it,  come  into  general  use  and  particularly  had  it 
been  appHed  to  cars  other  than  the  Ford,  it  would  undoubtedly  have 
upset  the  distribution  system  of  the  automobile  industry.  No  one 
would  buy  a  used  car  when  he  could  get  a  new  car  for  $12  down. 
And  on  the  more  expensive  automobiles,  payments  of  $5  a  week 
would  be  spread  over  a  period  of  years. 

The  tempest  was  mostly  in  a  teapot.  The  "Ford  plan"  did  not 
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spread  to  other  cars  and  was  not  taken  up  by  any  sizable  finance 
company.  It  probably  did  not  sell  any  considerable  number  of  Fords 
after  the  novelty  had  worn  ofJ.  The  excitement  caused  by  it  was 
pardy  a  reflection  of  growing  nervousness  over  installment  buying, 
particularly  over  a  tendency  to  lower  the  standard  requirements  of 
a  one-third  down  payment  with  notes  to  run  for  not  more  than 
twelve  months.  Several  finance  companies  were  taking  25  per  cent 
down  payments  and  letting  the  installments  run  for  eighteen 
months.  Some  installment  "paper"  was  running  for  two  years. 

Yet  a  very  large  majority  of  time-payment  cars  were  still  sold  on 
standard  payments.  On  such  sales,  payments  were  still  being  com- 
pleted in  more  than  98  cases  out  of  100.  The  National  Association 
of  Finance  Companies  estimated  that  in  1925,  on  standard-term 
sales,  only  1.75  per  cent  of  the  cars  had  to  be  repossessed  by  the 
finance  companies. 

In  general,  1925  was  marked  by  the  emergence  of  General  Mo- 
tors as  the  automobile  company  with  the  greatest  earning  power; 
the  failure  of  the  Model  T  to  participate  in  the  1925  boom;  and  the 
ability  of  the  independent  companies  to  double  their  1924  profits. 

From  the  time  of  its  formation  in  1908,  General  Motors  had  been 
potentially  the  greatest  automobile  earner.  The  Oakland,  the  Olds- 
mobile,  the  Buick,  the  Cadillac,  and  (later)  the  Chevrolet  gave  it 
five  means  of  support  instead  of  the  customary  one.  Its  output  was 
commonly  about  20  per  cent  of  the  output  of  the  industry — it  was, 
indeed,  almost  exactly  20  per  cent  in  1925.  Ford's  success  with  the 
Model  T,  however,  enabled  him  to  make  more  money  with  one  car 
than  General  Motors  could  make  with  five.  Furthermore,  the  Buick 
alone  was  making  at  least  half  the  total  net  income  of  General  Mo- 
tors until  Knudsen  took  over  the  Chevrolet.  It  was  also  true  that  the 
big  automobile  company,  once  it  was  put  together,  no  longer  needed 
an  organizer  like  Durant,  but  was  much  more  prosperous  under  an 
administrator  like  Sloan. 

In  1923,  with  Sloan  running  the  company  and  Knudsen  running 
the  Chevrolet,  General  Motors  finished  not  very  far  behind  Ford. 
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General  Motors  made  $63,000,000  in  1923;  Ford  made  $82,000,000. 
In  1924,  however,  the  Buick  had  a  bad  year,  the  Chevrolet  had  a  bad 
year,  and  the  Model  T  had  a  good  year.  General  Motors  net  went 
oflF  to  $45,330,000;  Ford's  went  up  to  $100,000,000;  the  gap  between 
the  two  was  nearly  $55,000,000.  This  was  the  poorest  comparative 
showing  that  General  Motors  had  ever  made. 

In  the  abounding  prosperity  of  1925,  however,  all  the  General 
Motors  automobiles  took  part.  Buick  sales  were  up  to  208,000  from 
166,000  the  year  before.  Knudsen  sold  466,000  cars — which  was  150,- 
000  more  than  he  had  sold  in  1924.  The  total  output  was  827,000 
cars  in  1925  against  587,000  in  1924,  an  increase  of  240,000  cars.  And 
on  its  1925  sales,  General  Motors  made  $116,016,000.  This  profit 
marked  the  coming  of  age  of  General  Motors.  And  it  was  not  until 
the  worst  years  of  the  post-1929  depression  that  the  net  income  of 
General  Motors  was  to  be  less  than  $100,000,000  again. 

Ford,  on  the  other  hand,  missed  the  1925  recovery  as  completely 
as  he  had  missed  the  1924  recession.  His  "world  output" — cars, 
trucks,  tractors,  foreign  assemblies — was  close  to  2,000,000  units,  and 
he  sold  nearly  1,600,000  Model  T*s  in  the  United  States.  But  these 
figures  almost  exactly  duplicated  his  1924  figures — indeed,  his  U.S. 
output  had  decHned  by  about  25,000  cars. 

Under  ordinary  circumstances,  such  a  small  shrinkage  in  such  a 
large  volume  would  have  had  no  significance.  But  while  the  Model 
T  had  been  standing  still,  the  rest  of  the  industry  had  been  picking 
up  some  550,000  cars  on  its  1924  output.  Or,  relatively  speaking,  the 
Model  T  had  been  moving  backward  at  quite  a  rapid  rate.  There 
was  also  an  absolute  decline  in  the  Ford  profit,  which  dropped  to 
$80,000,000  in  1925  from  $100,000,000  in  1924.  Thus  General  Motors 
made  $36,000,000  more  than  Ford  in  1925  after  having  made  $55,- 
000,000  less  than  Ford  in  1924.  And  in  every  subsequent  year  (to 
date)  General  Motors  had  had  a  higher  net  income  than  the  Ford 
Motor  Company,  and  usually  a  very  much  higher  net  income  in- 
deed. Ford  probably  did  not  worry  much,  if  any,  about  being  out- 
earned  by  General  Motors.  He  has  always  professed  not  only  indif- 
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ference  but  ignorance  of  what  other  manufacturers  were  doing  and 
in  1925  the  indifference  at  least  was  probably  quite  sincere.  Also,  his 
attention  was  distracted  by  two  new  hobbies.  One  was  decentraliza- 
tion. The  other  was  aviation. 

"The  big  city,"  said  Ford  (to  the  press),  "is  doomed."  He  then 
painted  a  pastoral  picture  of  future  industrial  production  coming 
from  small  factories  in  small  towns.  Every  worker  would  have  his 
own  house  with  his  own  plot  of  ground  around  it.  There,  in  his 
leisure  hours,  he  could  cultivate  his  little  garden.  He  would  be  free 
from  the  housing  problem  and  the  other  evils  (including,  no  doubt, 
labor  organizers)  prevalent  in  big  cities.  Ford  started  a  few  parts 
factories  in  rural  Michigan  districts  while  continuing  to  consolidate 
operations  in  his  Rouge  plant,  which  is  by  a  wide  margin  the  big- 
gest and  most  centralized  factory  in  the  world. 

The  plane  adventure  was,  for  the  time  being,  more  significant. 
Ford  bought  the  Stout  Metal  Airplane  Company,  and  began  the 
manufacture  of  all-metal  planes.  He  opened  an  express  service  (no 
passengers)  between  Detroit  and  Chicago  and  shipped  some  of  his 
smaller  Ford  parts  by  plane.  His  first  ship  was  called  the  Maiden 
Dearborn.  Ford  also  turned  out  a  passenger  plane  which  sold  for 
$25,000.  It  was  stocked  by  John  Wanamaker,  who  had  also  been 
(very  temporarily)  a  distributor  for  the  early  Ford  automobile. 

It  was  not  until  the  1925  season  was  almost  over  that  Ford  showed 
signs  of  realizing  that  all  was  not  well  with  the  Model  T.  Then  the 
Model  T  came  out  with  a  set  of  new  bodies.  It  was  also  available  in 
dark  green.  This  was  Ford's  first  concession  after  his  famous  dictum 
that  the  public  could  have  a  Ford  in  any  color  it  wanted,  provided 
it  always  wanted  black.  There  was,  however,  no  change  in  the 
Model  T  chassis  or  engine,  neither  of  which  had  undergone  any 
substantial  alterations  for  at  least  fifteen  years. 

Meanwhile,  the  independent  manufacturers  were  enjoying  a  year 
of  extraordinary  volume  and  profit.  Chapin's  inspiration  about  pric- 
ing open  and  closed  cars  at  the  same  figure  had  come  too  late  in 
1924  to  have  much  effect  on  his  1924  earnings.  But  in  1925  he  got 
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his  reward.  His  sales  went  from  133,000  cars  in  1924  to  268,000  in 
1925.  And  from  a  1924  profit  of  $8,073,000,  his  earnings  jumped  to 
$21,378,000  in  1925.  The  Hudson  had  never  previously  threatened 
to  make  as  many  as  150,000  cars  or  as  much  as  $10,000,000  in  a  year. 

It  was  also  in  1925  that  the  Chrysler  definitely  established  itself 
as  a  major  factor  in  the  automobile  field.  In  addition  to  his  six, 
Chrysler  finally  dropped  the  Maxwell  and  brought  out  a  Chrysler 
Four.  He  sold  137,000  Chryslers,  against  82,000  Chryslers  and  Max- 
wells the  year  before.  And  the  new  volume  was  large  enough  to 
bring  him  into  the  really  big  money.  From  $4,115,000  in  1924, 
Chrysler's  net  income  went  to  $17,126,000  in  1925. 

Willys,  of  course,  rebounded  with  his  usual  volatility.  He  sold 
214,000  cars  and  made  $11,422,000.  At  Packard,  Macauley's  price 
cuts  increased  sales  from  16,000  cars  to  25,000  and  profit  from  $4,805,- 
000  to  $12,191,000.  Nash  sold  more  than  100,000  cars  for  the  first 
time  and  made  $16,256,000  in  1925,  against  $9,280,000  in  1924. 

The  following  table  shows  the  1925  net  income  of  the  ten  leading 
independents.  It  is  an  extremely  significant  table,  since  these  com- 
panies, as  a  group,  were  never  to  make  as  much  money  again : 

Net  Income  of  Independents  1925 

Dodge    $28,698,000 

Hudson    21,678,000 

Chrysler    17,126,000 

Studebaker    16,619,000 

Nash     16,256,000 

Packard    12,191,000 

Willys-Overland    11,422,000 

Reo    5,422,000 

Hupmobile    3,862,000 

Paige     2,436,000 

Total     $135,710,000 

You  will  remember  that  in  1924,  these  ten  companies  made  $68,092,- 
000.  Their  1925  profit,  therefore,  was  double  their  1924  profit — an 
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astonishing  record  for  an  industry  that  was  no  longer  in  its  first 
youth.  That  1925  was  the  last  great  year  of  general  profit  expansion 
should  be  evident  from  the  fact  that  1925  is  still,  by  a  wide  margin, 
the  best  year  the  independents  have  ever  had. 

The  combined  1925  profit  of  General  Motors,  Ford,  and  the  ten 
independents  was  $331,391,000 — an  increase  of  about  50  per  cent 
over  the  previous  year.  To  the  independents  went  40  per  cent  of  the 
total  industry  profit,  leading  both  General  Motors  and  Ford  by  a 
wide  margin.  In  subsequent  years,  the  automobile  industry  as  a 
whole  was  to  make  more  money  than  it  made  in  1925,  and  the  total 
output  of  all  the  manufacturers  was  also  to  surpass  the  1925  record. 
In  these  years,  however,  General  Motors  was  to  get  more  and  more 
of  the  total  profit  and  the  total  output.  By  the  close  of  1925,  Dodge, 
Hudson,  Studebaker,  Willys-Overland,  Reo,  and  Paige  had  seen 
their  best  days,  all  reaching  their  peak  profit  year  either  in  1923  or 
or  in  1925.  The  Ford  Motor  Company  also  reached  the  height  of  its 
earning  power  in  the  1923-25  period. 

The  distinguishing  characteristic  of  the  1925  season  was  that  in 
1925  there  was  still  room  for  nearly  everybody  not  merely  to  get 
along,  but  to  register  new  records  in  sales  and  profits.  An  increase 
in  the  output  of  one  manufacturer  was  not  accompanied  by  a  de- 
crease in  the  output  of  his  competitors.  The  purchasing  power  of 
the  country  was  well  able  to  absorb  4,000,000  passenger  cars  a  year. 
And — in  1925 — an  output  of  4,000,000  passenger  cars  was  sufficient 
for  an  almost  universal  automobile  prosperity. 
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THE  great  merit  of  the  1925  season,  as  has  been  said,  had  been 
that  there  was  still  room  enough  for  everyone  to  get  along. 
During  1925,  however,  the  capacity  of  the  industry  had  increased  by 
at  least  another  1,000,000  cars  and  at  the  beginning  of  1926  the  auto- 
mobile manufacturer  had  plant  and  equipment  sufficient  for  the 
production  of  more  than  6,750,000  automobiles.  As  has  already  been 
noted,  the  automobile  industry  can  stand  a  considerable  overcapacity, 
and  no  manufacturer  expected  to  operate  at  capacity  on  any  twelve- 
month basis.  On  the  other  hand,  every  manufacturer  was  hungry 
for  volume  and  no  manufacturer  invested  in  new  capacity  without 
the  intention  of  bringing  some  portion  of  it  into  immediate  use.  The 
production  schedule  of  the  industry  was  beginning  to  run  ahead  of 
the  production  of  the  industry,  with  the  result  that  somebody  was 
bound  to  be  badly  disappointed  at  the  end  of  the  year.  But  each 
manufacturer  expected— in  January,  at  least, — that  he  would  make 
his  schedules,  no  matter  what  might  happen  to  his  competitors.  The 
automobile  industry  was  still  extremely  individualistic  and  the  auto- 
mobile manufacturer  was  typically  a  person  of  great  egotism  and 
equally  marked  optimism.  After  all,  there  had  never  been  anything 
else  like  the  automobile  industry,  and  the  automobile  makers  had 
just  finished  their  most  successful  year. 

What  the  automobile  manufacturer  did  not  realize — and  at  the 
close  of  1925  could  hardly  have  been  expected  to  realize — was  that 
after  1925  there  was  very  little  expansion  in  the  automobile  market. 
The  industry  made  almost  4,000,000  passenger  cars  in  1925.  It  was 
never  to  make  very  many  more  than  4,000,000  passenger  cars  in  any 
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year  except  1929,  and  1929  was  a  year  of  abnormal  production  even 
without  considering  tlie  depression  that  followed  it.^  But  the  auto- 
mobile manufacturer  proceeded  as  if  he  still  had  before  him  a  period 
of  great  expansion  and  thought  in  terms  of  the  5,000,000  or  5,500,000 
passenger-car  years  that  never  came. 

The  1926  season  furnished  two  major  demonstrations  of  the  fact 
that  it  was  no  longer  possible  for  everybody,  or  almost  everybody,  in 
the  automobile  business  to  sell  more  and  more  cars  and  make  more 
and  more  money.  One  demonstration  came  in  the  low-price  field, 
in  which  the  sales  of  the  Chevrolet  continued  to  increase  but  only 
at  the  expense  of  the  Ford.  The  other  demonstration  came  in  the 
medium-price  field  ($750  to  $1,000),  in  which  the  manufacturers 
ofiFered  better  cars  at  the  same  prices  or  the  same  cars  at  lower 
prices,  with  the  result  that  there  were  a  few  increases  in  volume  but 
an  almost  universal  decrease  in  profits. 

In  the  over-|  1,000  class  there  were  no  major  developments,  but 
cars  in  this  price  class  had  reached  their  peak  sales  in  1923,  and  al- 
though the  market  was  fairly  steady  (at  around  950,000  cars  a  year), 
even  the  optimistic  automobile  manufacturer  had  given  up  hope  for 
a  substantial  expansion  in  the  higher-priced  cars.  It  was,  indeed,  the 
inability  to  increase  the  sale  of  cars  selling  for  more  than  $1,000 
which  prompted  the  general  stampede  into  the  less-than-$  1,000  field. 

The  1926  Ford  was  very  little  different  from  the  1925  Ford,  and 
its  years  had  certainly  not  added  to  its  stature.  It  was  still  selling  at 
virtually  its  late-1922  prices,  and  although  the  prices  were  certainly 
low,  the  Model  T  had  become  four  years  older  without  getting  any 
cheaper.  Its  cheapest  models — the  $260  roadster  and  the  $298  touring 
car — suffered  from  the  general  unpopularity  of  all  open  cars.  True, 
the  Model  T  coupe  and  sedan  were  cheaper  than  any  other  coupe 
and  sedan,  but  it  was  also  in  the  closed  models  that  the  difference 
between  the  Model  T  and  other  automobiles  was  most  apparent. 

^  There  would  almost  certainly  have  been  a  marked  slump  in  1930  automobile 
production  even  if  the  beginning  of  the  great  decline  of  all  production  had  not  oc- 
curred. 
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The  public  was  moving  away  from  Ford's  concept  of  the  automo- 
bile as  a  strictly  utility  product.  Women  were  exerting  a  much 
stronger  influence  upon  the  make  of  car  purchased.  The  automobile 
was  becoming  more  and  more  an  article  of  "style  merchandise,"  and 
the  manufacturers  were  putting  constantly  greater  emphasis  upon 
elements  of  comfort,  of  appearance,  and  of  novelty — in  all  of  which 
the  Model  T  was  particularly  deficient.  The  farmer — ^Ford's  best 
customer  and  natural  ally — had  fallen  far  behind  the  prosperity  pro- 
cession, and  the  city  and  suburban  buyers  were  looking  for  style  ele- 
ments which  the  Model  T  did  not  possess.  No  motorcar  manufac- 
turer can  prosper  unless  he  sells  not  merely  transportation  but  also 
pride  in  ownership.  And  Ford  was  unconsciously  collaborating  with 
Knudsen  in  making  it  more  and  more  difficult  to  be  proud  of  own- 
ing a  Ford. 

It  was  also  true  that  Ford  could  not  make  fundamental  changes 
in  the  Model  T  without  upsetting  the  whole  production  technique 
which  had  done  so  well  by  him  for  so  many  years.  Ford's  freedom 
from  the  necessity  of  turning  out  "yearly  models" — which,  you  will 
remember.  Ford  had  called  "the  curse  of  the  industry" — had  been 
and  still  was  an  important  element  of  the  low  production  costs  of 
his  cars.  Substantial  alterations  in  the  Model  T  could  not  be  made 
except  at  the  cost  of  scrapping  millions  of  dollars  worth  of  existing 
machinery  and  investing  milHons  of  dollars  in  new  machines. 

Any  move  from  the  Model  T  would  be  a  move  from  the  known 
to  the  unknown.  It  was  possible  that  Ford  might  never  again  repeat 
his  Model  T  success.  The  rest  of  the  industry  admitted  that  Ford 
could  easily  produce  a  better  car,  when  he  got  around  to  it,  but  did 
not  think  that  Ford  could  produce  the  better  car  at  or  near  Model 
T  prices.  There  was  also  the  matter  of  flexibility.  The  Ford  Motor 
Company  was  not  geared  to  the  smooth  production  of  a  new  model 
or  to  the  production  of  a  series  of  new  models  in  successive  years. 
As  long  as  the  Model  T  was  still  selling  nearly  2,000,000  a  year  the 
idea  of  changing  it,  let  alone  scrapping  it,  seemed  premature  indeed. 
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Even  from  a  strictly  competitive  standpoint,  Ford  could  discover 
excellent  reasons  for  letting  w^ell  enough  alone. 

Finally,  there  w^as  the  question  of  Ford's  personality — alw^ays  a 
decisive  factor  in  Ford  Motor  Company  affairs.  Ford  vv^as  sixty-three 
years  old  in  1926,  and  his  sense  of  being  always  right  had  not  dimin- 
ished as  he  had  grow^n  older.  The  Model  T  had  made  not  only  the 
Ford  fortune  but  also  the  Ford  reputation.  It  w^as  the  symbol  of 
Ford  as  the  master  of  mass  production,  as  the  epitome  of  the  Ma- 
chine Age,  and  as  the  man-of-business  who  was  superior  to  the  busi- 
nessman. Ford's  reputation  was  international — in  many  respects  it 
was  greater  in  Europe  than  in  the  United  States.  On  the  Continent, 
the  word  Fordismus  was  often  applied  to  the  whole  American  tech- 
nique of  mass  production.  Ford's  semiautobiography.  My  Life  and 
Worf(^,^  contains  a  minimum  of  specific  information  and  a  maxi- 
mum of  First  Reader  moralizing;  yet  it  was  translated  into  German, 
under  the  title  of  Mein  Leben  und  Wer\e,  and  it  must  have  con- 
vinced many  a  sober-minded  German  scholar  that  the  North  Amer- 
icans were  a  very  infantile  people  indeed. 

Yet  Ford's  reputation  was  founded  entirely  on  the  Model  T.  His 
ventures  outside  the  charmed  circle  of  his  assembly  line  had  been 
uniformly  unsuccessful.  The  anticigarette  war,  the  peace  ship,  the 
senatorial  campaign,  the  Tribune  suit,  the  anti-Semitism  of  the 
Dearborn  Independent — these  excursions  into  public  life  had  aroused 
ridicule  and  resentment.  From  these  unfortunate  encounters  with 
the  world  in  general,  however.  Ford  could  always  return  to  that 
large  portion  of  the  automobile  world  where  his  wisdom  was  sel- 
dom questioned  and  his  will  was  rarely  opposed.  It  was  as  essential 
for  Ford  to  have  faith  in  the  Model  T  as  for  the  Fundamentalist  to 
have  faith  in  the  Flood.  The  difFerence  was  that  in  the  case  of  the 
Dearborn  Ark  the  faith  preceded  the  deluge. 

So  when  the  1926  season  opened,  it  was  the  same  old  Model  T 
that  went  off  to  the  wars,  but  not  with  the  fighting  strength  that  the 
Model  T  had  formerly  possessed.  Even  the  automobile  show— the 

^By  Henry  Ford  and  Samuel  Crowther,  Doubleday,  Page,  1922. 
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formal  opening  of  the  season — appeared  designed  to  emphasize  Ford 
weaknesses,  for  the  feature  of  the  new  models  was  their  profusion 
and  variety  of  color.  There  was  a  yellow  Kissel  Kar  with  black  run- 
ning gear  and  bright  green  upholstery  and  trim.  A  cream-colored 
Oakland  had  a  blue  belt  with  matching  blue  fenders.  Among  some 
250  models  (not  makes  ^),  less  than  twenty  were  all  black,  although 
most  of  the  color  schemes  were  in  conservative  blues,  grays,  and 
greens,  with  blue  the  most  popular  color.  It  was  fortunate  that  Ford 
never  exhibited  his  car  in  company  with  its  competitors,  for  the 
Model  T  would  never  have  appeared  to  worse  advantage. 

Meanwhile,  General  Motors  had  appropriated  $106,000,000  for  "ad- 
ditions and  improvements"  and  was  spending  money  in  a  manner 
reminiscent  of  Durant's  most  buoyant  days.  Sloan,  however,  had  the 
money  to  spend.  General  Motors  had  taken  in  $750,000,000  in  1925 
and  closed  the  year  with  a  bank  balance  of  $150,000,000  in  cash  and 
securities.  The  expansion  program,  however,  was  not  directed  exclu- 
sively at  Ford.  In  January,  General  Motors  brought  out  a  new  car — 
the  Pontiac  Six — priced  at  the  very  low  figure  of  $825.  In  May,  the 
purchase  of  Fisher  Body  (already  60  per  cent  owned  by  General 
Motors)  was  completed  by  the  exchange  of  $83,500,000  in  General 
Motors  common  for  the  remainder  of  the  Fisher  stock.  In  July, 
work  was  begun  on  a  $5,000,000  body  plant  for  Buick,  and  the  Frigi- 
daire  division  was  given  $12,000,000  with  which  to  increase  the  sup- 
ply of  iceless  ice  chests.  General  Motors  had  never  been  a  one-car 
company,  and  the  pursuit  of  the  Model  T  was  not  allowed  to  mo- 
nopolize its  attention. 

The  Chevrolet,  however,  was  not  neglected.  The  1926  Chevrolet 
came  out  with  a  coupe  at  $645 — a  reduction  of  $65  from  the  1925 
price.  In  February,  Ford  cut  his  coupe  from  $520  to  $500,  and  in 
June  cut  it  again  to  $485.  Ford  had  no  trouble  in  keeping  the  Model 
T  price  well  under  the  Chevrolet  price,  but  even  the  economy  argu- 
ment was  no  longer  proof  against  the  Model  T's  decUne.  Knudsen 
sold  384,000  Chevrolets  in  the  first  six  mondis  of  1926,  against  249,- 

'Only  52  exhibitors  answered  the  1926  roll  call,  against  61  in  1925. 
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000  in  the  same  1925  period.  Ford  had  stopped  giving  out  monthly 
production  figures.  But  in  July,  Automotive  Industries  reported  that 
5,000  Ford  workers  were  being  laid  off  in  Detroit  and  that  Ford 
assembly  plants  at  Charlotte,  North  Carolina,  and  at  Los  Angeles 
were  closing  down. 

Even  more  indicative  of  troubles  with  the  Model  T  was  a  sudden 
attack  from  Dearborn  on  the  buying  habits  of  the  public.  "The 
American  people,"  said  Ford,  "no  longer  buy  anything.  They  are 
backed  into  a  corner  and  sold."  The  great  evils  of  the  day.  Ford 
added,  were  the  debts  which  people  were  so  recklessly  incurring  and 
the  destructive  prevalence  of  installment  sales.  There  was  some 
point  to  the  remark  about  people  being  backed  into  a  corner  and 
sold,  but  Ford  did  not  explain  why  they  were  being  backed  into  a 
corner  and  sold  Chevrolets;  as  for  the  criticism  of  installment  sell- 
ing, no  car  was  more  dependent  upon  installment  sales  than  the 
Ford.  It  had  been  the  "Ford  plan"  (though  not  the  Ford  Motor 
Company  plan)  of  $12  down  installment  selling  which  had  startled 
the  industry  in  1925.  Ford's  complaint  was  essentially  a  criticism  of 
the  public  for  the  faults  in  the  Model  T.  Ford's  six-month  output 
was  nearly  700,000  cars — still  far  ahead  of  the  Chevrolet,  but  well 
behind  his  own  1926  production. 

In  July,  General  Motors  reported  a  half-year  profit  of  $90,000,000 
— a  new  high  by  a  wide  margin.  Sloan  also  announced  that  $8,000,- 
000  was  being  appropriated  to  bring  Chevrolet  capacity  (including 
truck  capacity*)  up  to  1,000,000  automobiles  a  year.  In  October, 
Ford  made  the  concession  of  offering  the  Model  T  in  blue,  brown, 
or  gray,  but  it  was  now  too  late  for  a  paint  job  to  retrieve  the  Model 
T's  fortunes.  In  November,  General  Motors  declared  a  $4  extra  divi- 
dend on  its  common  stock.  By  this  time  the  Ford  publicity  depart- 
ment was  issuing  almost  weekly  denials  of  the  rumors  that  a  succes- 
sor to  the  Model  T  was  already  in  preparation. 

*The  Chevrolet  was  building  up  a  large  business  in  light  trucks,  of  which  it 
had  sold  45,000  in  1925.  This  was  another  Ford  field  which  the  Chevrolet  was  invad- 
ing. Ford's  truck  sales  were  in  the  neighborhood  of  200.000  a  vear. 
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At  the  close  of  the  year,  there  was  another  blast  from  Ford  head- 
quarters, this  time  directed  at  the  auto  industry  itself.  Ford  said  that 
1926  had  been  a  year  of  "abnormal"  output;  that  manufacturers  had 
heavily  overstocked  their  dealers;  that  10  per  cent  of  the  cars  sold  on 
the  installment  plan  had  been  repossessed.  As  a  matter  of  fact,  the 
1926  output  v^as  not  notably  greater  than  the  1925  output,  and  as  for 
overstocking  dealers,  no  manufacturer  had  forced  cars  on  dealers 
more  consistently  than  Ford.  The  repossession  figures  v^hich  Ford 
cited  were  totally  out  of  line  with  commonly  accepted  statistics.  In 
November,  1926,  the  National  Association  of  Finance  Companies 
stated  that  on  standard  installment  sales,  2.09  per  cent  of  cars  sold 
had  been  repossessed.  You  will  recall  that  the  same  authority  gave 
1.75  per  cent  for  the  1925  repossession  figure.  Repossessions  on  used 
cars  had  increased  from  3.01  per  cent  in  1925  to  4.27  per  cent  in 
1926,  but  the  used-car  buyer  was  always  a  comparatively  bad  risk, 
and  even  he  was  meeting  his  payments  in  96  cases  out  of  100.  None 
of  the  National  Association's  figures  at  all  approached  the  10  per 
cent  of  repossessions  estimated  by  Ford. 

Between  the  evident  prosperity  of  General  Motors  and  Ford's 
complaints  about  the  times  and  the  customers,  it  might  have  been 
thought  that  the  Chevrolet  had  already  passed  the  Model  T.  Yet 
Ford  had  a  1926  production  of  nearly  1,700,000  cars  against  732,000 
for  the  Chevrolet.  In  the  U.S.  passenger-car  field,  however.  Ford 
sold  about  1,300,000  Model  T's  against  620,000  Chevrolets;  Ford's 
total  output  including  a  much  greater  number  of  trucks  and  of  for- 
eign sales.  The  American  public  was  still  buying  about  twice  as 
many  Fords  as  Chevrolets — ^but  it  had  bought  about  six  times  as 
many  as  recently  as  1924.  And,  comparisons  aside.  Ford's  own  pro- 
duction record  showed  a  decline  of  more  than  300,000  cars  in  the 
past  twelve  months. 

While  the  Ford  and  the  Chevrolet  were  battling  for  the  low-price 
market,  a  more  general  struggle  was  going  on  in  the  $750  to  $1,000 
field.  The  great  increase  in  Hudson's  1925  sales  and  profit  had  come 
from  the  successful  cultivation  of  this  field  by  the  Hudson-Essex.  In 
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July,  1924,  the  Essex  Six  (coupe)  was  priced  at  $1,000.  In  November, 
1924,  the  coupe  was  cut  to  $895;  by  August,  1925,  it  was  down  to 
$795,  and  in  October,  1925,  the  "1926"  Essex  was  priced  at  $765. 
Largely  as  the  result  of  these  changes,  the  Hudson  volume  had  in- 
creased from  133,000  cars  in  1924  to  268,000  cars  in  1925,  and  profits 
had  risen  from  $8,073,000  to  $21,378,000. 

To  the  older  occupants  of  the  $750  to  $1,000  field,  Essex  competi- 
tion was  far  from  welcome,  particularly  to  the  manufacturers  who 
were  still  making  four-cylinder  cars.  At  the  close  of  the  1925  season, 
both  Dodge  and  Chrysler  took  steps  to  protect  their  position.  The 
Dodge  Four  was  reduced  from  $960  to  $845 — a  cut  of  $115  made  by 
a  company  which  was  usually  very  reluctant  to  lower  prices.  Chrys- 
ler cut  his  four  from  $995  to  $895.  Chrysler  prices  were  more  flexible 
than  Dodge  prices,  but  the  Chrysler  Four  had  been  in  production 
for  only  about  six  months,  and  Chrysler  probably  had  not  expected 
that  a  price  cut  would  be  necessary  so  soon  after  the  introduction  of 
the  car.  Toward  the  close  of  the  1925  season,  Durant  brought  out  a 
Star  Six  at  $880.  The  Star  line  had  failed  to  become  a  major  factor 
in  the  automobile  market,  but  there  were  a  good  many  people  to 
whom  a  six  at  $880  might  be  expected  to  sell. 

In  January,  1926,  came  the  arrival  of  the  General  Motors  Pontiac, 
to  which  reference  has  already  been  made.  The  Pontiac  was  a  large, 
well-built.  Fisher-bodied  six,  backed  by  the  resources  and  the  pres- 
tige of  General  Motors.  And  the  coupe  was  priced  at  the  remarkably 
low  figure  of  $825.  General  Motors  announced  that  the  Pontiac  was 
scheduled  to  produce  65,000  cars  in  1926.  This  was  an  ambitious 
schedule  for  a  new  car,  but  there  was  every  possibility  that  the  Pon- 
tiac would  make  it. 

At  the  beginning  of  1926,  the  man  who  was  willing  to  pay  more 
than  $750,  but  not  as  much  as  $1,000,  for  his  automobile  had  the 
following  assortment  of  cars  from  which  to  choose: 

$750  TO  $1,000  Class  Cars  January  1926 

Essex    $765 

Pontiac     825 
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$750  TO  $1,000  Class  Cars  January  1926 

Dodge    845 

Nash    865 

Oldsmobile    875 

Star  (Six)   880 

Chrysler     895 

Willys-Overland   (Six) 895 

Paige    995 

This  was  the  best  selection  that  the  medium-price  field  had  ever 
offered,  but  the  manufacturers  rapidly  improved  upon  it.  In  June, 
the  Essex  was  cut  to  $735.  The  price  of  the  Essex  had  been  reduced 
by  $265  in  two  years.  In  July,  Chrysler  brought  out  a  new  four, 
priced  at  $750.  Chrysler  had  taken  $245  off  his  coupe  (all  these  prices 
are  coupe  prices)  in  one  year,  and  the  mid-1926  cut  amounted  to 
$145.  In  September  Willys  took  $70  off  the  Willys-Overland  Six,  the 
car  now  selling  at  $825.  Earlier  in  1926,  Willys  had  dropped  his  low- 
priced  Willys-Overland  four-cylinder  cars  and  replaced  them  with  a 
new  four-cyhnder  line  called  the  Whippet.  He  was  already  planning 
a  six-cylinder  Whippet  line  for  1926,  and  the  Willys-Overland  re- 
duction was  made  partly  to  close  out  the  Willys-Overland  stocks. 
But  Willys  intended  to  sell  his  Whippet  Sixes  for  even  less  than 
$825. 

With  all  this  price-cutting  and  increased  competition,  manufac- 
turers whose  sales  were  largely  in  the  $750  to  $1,000  field  found  that 
1926  was  a  year  of  smaller  profits,  although  the  total  volume  some- 
what exceeded  the  output  of  1925.  Hudson  showed  the  greatest  sen- 
sitivity to  new  conditions,  its  profits  dropping  from  $21,378,000  to 
$5,372,000  in  1926.  Hudson-Essex  sales,  while  still  high,  were  off  to 
227,000  from  269,000.  The  loss  in  profit  was  not,  however,  altogether 
the  result  of  price  cuts  and  reduced  volume.  In  the  expectation  that 
1926  sales  would  be  even  higher  than  1925  sales,  Hudson  had  in- 
vested several  million  dollars  in  additional  capacity. 

Willys-Overland  also  had  a  spectacularly  low-profit  year,  although 
the  decline  in  earnings  was  caused  largely  by  the  expense  of  shifting 
from  the  Willys-Overland  to  the  Whippet  lines.  But  after  having 
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made  $11,422,000  in  1925,  the  Willys  profit  went  to  $1,819,000  in 
1926.  Output  was  off  to  179,000  from  214,000.  The  Willys-Overland 
profit  was  always  unpredictable,  and  Willys  usually  ran  on  a  feast- 
or-a-£amine  basis.  But  in  1926  his  179,000  cars  were  sold  at  a  profit 
per  car  of  about  $10 — an  astonishingly  low  profit  margin  for  even 
Willys  to  reach. 

The  most  serious  profit  decline  came  in  Paige-Jewett — serious 
because  not  very  much  profit  was  left.  On  a  sales  decline  of  10,000 
cars — from  40,000  in  1925  to  30,000  in  1926— the  Paige  profit  dropped 
from  $2,437,000  to  $500,000.  In  1925  the  Paige  at  $995  had  been 
medium-priced;  in  1926  the  Paige  at  $995  was  relatively  high-priced 
— it  sold,  for  instance,  at  $175  over  the  Pontiac,  which  in  1925  had 
not  been  around  to  bother  it. 

Nash,  Chrysler,  and  Dodge  showed  considerable  increases  in  cars 
sold,  although  only  Nash  also  showed  an  increase  in  profit.  In  April, 
Edward  Wilmer,  the  Dillon,  Read  man  who  had  been  president  of 
Goodyear,  moved  in  as  Dodge  president,  Haynes  becoming  chair- 
man of  the  board.  The  change  seemed  a  little  precipitate,  as  Dodge 
sales  were  running  at  a  new  high.  For  the  full  year.  Dodge  sold 
331,000  automobiles,  an  increase  of  more  than  50,000  cars  over  the 
previous  season.  But  most  of  the  increase  came  in  the  first  half  of 
the  year  and  for  the  full  twelve  months  there  was  a  slight  profit 
decline.'*  In  1926,  Dodge  sales  also  included  the  Graham  Brothers 
truck  business,  which  had  been  purchased  in  December,  1925. 

Meanwhile,  sales  in  the  $1,000  to  $2,000  class  showed  no  increase. 
Studebaker,  the  most  important  of  the  large-volume  producers  still 
outside  the  under-$i,ooo  fold,  sold  111,000  cars  in  1926,  against  134,- 
000  in  1925,  with  net  income  at  $13,042,000,  against  $11,937,000.  In 
his  report  for  1926,  Erskine  said  flatly  that  "pubHc  demand  was  for 
cars  in  a  lower-price  class  than  ours."  At  the  close  of  the  season,  he 
announced  that  in  1927  Studebaker  would  have  a  six-cylinder  car 
which  would  sell  well  under  $1,000. 


Trom  $28,698,000  to  $27,793,000.  But  Dodge  still  made  a  much  higher  profit 
than  any  other  independent. 
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In  stressing  the  difficulties  encountered  by  the  1926  automobile 
manufacturers,  there  is  no  wish  to  obscure  the  fact  that  1926  was  a 
year  of  great  general  prosperity  and  also  another  record  year  in  auto- 
mobile output.  The  industry  produced  3,950,000  passenger  cars  and 
550,000  trucks  for  a  total  output  of  4,500,000  units.  The  average  re- 
tail sale  was  made  at  a  higher  price  than  in  1925,  partly  because  of 
the  smaller  proportion  of  Fords  sold,  partly  because  of  the  declin- 
ing sales  in  open  models.  About  3,600,000  passenger  cars  were  sold 
in  the  United  States,  at  an  average  retail  price  of  $925.  The  public 
therefore  spent  about  $3,300,000,000  for  new  passenger  cars.  Yet  the 
increase  in  passenger-car  production  over  1925  was  only  80,000 — 
an  increase  of  only  about  2  per  cent.  There  was,  therefore,  hardly 
any  expansion  in  the  automobile  market,  although  the  automobile 
manufacturer  was  giving  the  public  the  best  values  that  he  had  ever 
offered. 

The  big  output  also  produced  a  large  increase  in  registrations.  At 
the  beginning  of  the  year,  there  were  17,500,000  passenger  cars  in 
the  United  States.  At  the  close  of  the  year,  there  were  19,230,000. 
This  was  an  increase  of  1,730,000  cars  during  the  year.  Since  the 
close  of  1924,  almost  4,000,000  new  passenger  cars  had  been  added 
to  U.S.  registrations,  so  that  the  number  of  cars  in  use  was  increas- 
ing at  the  rate  of  nearly  2,000,000  a  year.^ 

The  automotive  scene  was  more  than  ever  dominated  by  General 
Motors,  which  had  an  extraordinarily  successful  year  from  every 
point  of  view.  The  Chevrolet  output  increased  by  200,000  to  a  total 
production  of  732,000.  Buick  sales  took  an  astonishing  leap  from 
208,000  to  280,000 — and  $1,195  was  the  lowest  price  at  which  any 
Buick  model  was  sold.  The  General  Motors  truck  business  was  gen- 
erating a  real  volume,  with  113,000  trucks  produced,  against  45,000 

"About  1,800,000  cars  were  scrapped  in  1926.  This  was  the  largest  number  of 
scrapped  cars  for  any  year  thus  far  in  auto  history  and  was  more  than  lo  per  cent 
of  thie  number  of  cars  in  use  at  the  beginning  of  the  year.  Yet  the  manufacturer  was 
producing  more  than  twice  as  many  cars  as  the  junk-dealers  were  getting.  And  the 
export  business — the  other  antidote  to  the  saturation  point — showed  no  growth  in 
1926,  Exports  and  foreign  assemblies  of  passenger  cars  were  453,000  in  1926,  had 
been  451,000  in  1925. 
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in  1925.  And  the  Pontiac  more  than  fulfilled  even  the  expectations 
of  General  Motors  itself— indeed,  the  company  had  to  appropriate 
an  extra  $5,000,000  so  that  Pontiac  capacity  would  meet  the  demand 
for  the  car.  Pontiac  sales  totaled  77,100 — a  remarkable  record  for  a 
new  car  in  an  already  crowded  field.  Yet  the  Oldsmobile— the  Gen- 
eral Motors  car  selling  closest  to  the  Pontiac  price — had  an  excellent 
1926  sales  increase,  so  that  the  Pontiac  could  not  be  considered  as 
taking  sales  away  from  any  other  General  Motors  car.  The  total 
General  Motors  output  for  1926  came  to  1,249,000  automobiles — an 
increase  of  400,000  cars  over  the  previous  year.  The  net  income  was 
$176,231,000 — an  increase  of  $61,000,000  over  the  1925  profit  and  al- 
most 50  per  cent  of  the  entire  industry's  net  income  for  the  year. 

The  Ford  sales  loss  has  already  been  mentioned.  It  should  be  re- 
membered, however,  that  the  Ford  output  was  still  about  400,000 
cars  greater  than  the  total  General  Motors  output  and  came  to  about 
38  per  cent  of  the  industry's  production  for  the  year.  Ford's  profit, 
considering  his  decline  in  output,  was  extraordinarily  good,  as  he 
cleared  $75,000,000  in  1926,  against  $80,000,000  in  1925. 

Nearly  all  the  car-producers  were  still  making  money,  but  most 
of  them  were  not  making  as  much  money  as  they  had  made  in 

1925.  The  ten  major  independents  made  $110,927,000.  They  had, 
however,  made  $135,111,000  the  year  before,  so  they  were  off  nearly 
$25,000,000  on  the  year.  The  industry  as  a  whole  cleared  $362,000,000, 
an  increase  of  $31,000,000  over  1925.  But  in  1925,  General  Motors 
had  made  only  one-third  of  the  industry's  total  profit,  whereas  in 

1926,  as  we  have  just  seen.  General  Motors  made  50  per  cent  of  the 
industry's  total  net. 

When  the  1927  season  opened,  Ford  still  had  only  the  Model  T 
to  offer,  and  the  Model  T  was  no  longer  able  to  put  up  much  of  a 
battle.  In  January,  15,000  Ford  workers  were  laid  off.  At  the  same 
time.  General  Motors  announced  that  it  was  putting  up  a  $34,000,000 
Fisher  Building  in  Detroit.  In  February,  having  spent  the  $106,000,- 
000  appropriated  for  1926  expansion,  General  Motors  replenished  its 
capital  by  selling  $25,000,000  of  preferred  stock.  There  was  no  lack 
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of  purchasers  for  the  offering.  In  March,  General  Motors  brought 
out  the  La  Salle.  This  car  was  designed  as  a  (relatively)  low-priced 
running  mate  for  the  Cadillac.  The  La  Salle  was  an  eight,  with  the 
sedan  priced  at  $2,695.  In  May,  the  market  value  of  General  Motors 
stock  was  greater  than  that  of  the  United  States  Steel  Corporation. 
For  the  first  four  months  of  1927,  the  Chevrolet  output  was  360,000 
cars;  the  Ford  output,  306,000. 

Late  in  May,  the  Ford  Motor  Company  made  an  announcement. 
It  said:  "The  Model  T  has  been  a  pioneer  but  conditions  in  the  in- 
dustry have  so  gready  changed  that  further  refinement  is  now  de- 
sirable." 

As  it  was  not  until  December  that  the  "further  refinement" — 
which  was,  of  course,  an  entirely  new  car — appeared,  the  story  of 
the  Model  T's  successor  belongs  to  later  chapters  of  automobile  his- 
tory.  The  Ford  works  shut  down  in  June,  1927,  having  produced 
that  year  450,000  Model  T's,  of  which  370,000  were  U.S.  passenger 
cars.  Among  them  was  the  15,000,000th  Model  T.  The  Chevrolet 
went  on  to  a  total  1927  output  of  1,001,000,  of  which  799,000  were 
passenger  cars.  So  the  Chevrolet  became  the  largest-selling  automo- 
bile and  the  Model  T  went  out  of  existence.  Ford  was  sixty-four 
years  old  when  the  last  Model  T  was  made. 

Meanwhile,  the  struggle  in  the  medium-priced  field  became  much 
more  intensified.  In  January,  1927,  the  new  low-priced  Studebaker 
appeared.  It  was  called  the  Erskine;  it  was  a  six;  and  it  was  priced 
at  $835.  On  paper,  it  looked  like  another  Pontiac.  Erskine  himself, 
however,  had  been  reluctant  to  enter  the  low-priced  field,  and  he 
never  seemed  much  pleased  with  his  economical  namesake.  Indeed, 
the  whole  Studebaker  organization  seemed  ill  at  ease  in  the  medium- 
price  bracket.  Certainly  the  Erskine  never  did  realize  the  potenti- 
alities which  it  apparently  possessed.  Yet  it  was  not  necessary  for  a 
car  to  be  another  Pontiac  to  cause  a  further  disruption  in  what  was 
becoming  a  badly  overcrowded  field. 

Nor  was  the  Erskine  the  only  newcomer.  Willys  had  not  been  too 
successful  with  his  Whippet  Fours,  nevertheless  he  was  in  the  1927 
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market  with  a  Whippet  Six.  The  Whippet  Six  (Hke  the  Whippet 
Four)  was  pretty  much  a  Hghtweight  job,  but  it  was  sUck  ancf  smart, 
with  all  the  newest  gadgets,  and  it  was  priced  at  $795.  It  had  been 
only  a  few  years  back  that  a  six  for  less  than  $1,000  was  a  cause  of 
wonder;  now  sixes  around  the  |8oo  mark  were  growing  on  every 
bush.  The  Whippet  Six  did  not  increase  the  number  of  cars  in  the 
$750  to  $1,000  class,  as  the  Willys-Overland  Six  was  withdrawn  to 
make  room  for  it.  The  Whippets,  however,  sold  at  $30  under  the 
lowest  Willys-Overland  price. 

Manufacturers  already  in  the  medium-price  field  made  a  prompt 
response  to  their  new  competitors.  Chapin  took  another  cut  in  the 
Essex,  which  was  then  marketed  at  the  remarkably  low  price  of 
$735 — hardly  more  than  the  price  of  the  1925  Chevrolet.  And  Gen- 
eral Motors  made  a  much  larger  reduction  in  the  Pontiac,  taking 
$80  off  the  original  Pontiac  figure  and  selling  a  new  Pontiac  at  $745. 
Sloan  did  not  ordinarily  go  in  for  price-cutting,  and  the  Pontiac  had 
certainly  done  well  at  $825.  But  since  competition  seemed  deter- 
mined to  get  tougher,  Sloan  was  both  able  and  willing  to  do  his 
part  in  making  it  tough.  At  the  new  prices,  Pontiac  sales  took  a  tre- 
mendous leap  and  were  soon  running  at  about  twice  their  1926  to- 
tals. Meanwhile,  Chrysler  cut  his  Chrysler  Four  from  $750  to  $725, 
and  although  he  was  now  selling  a  four  against  a  whole  battery  of 
sixes,  his  sales  were  standing  up  very  well. 

Wilmer  selected  this  unfortunate  moment  to  bring  out  a  new 
Dodge  at  $855— a  $10  increase  in  price.  The  Dodge  volume  was 
now  shrinking  rapidly,  and  Wilmer  may  have  figured  that  a  re- 
duced volume  called  for  a  greater  profit  per  sale.  But  the  Dodge 
was  moving  directly  counter  to  the  prevaiUng  trend,  although  Gen- 
eral Motors  also  moved  the  Oldsmobile  up  to  $925.  Nash,  however, 
who  never  cut  prices  except  under  protest, .  marked  his  light  six 
from  $865  to  $825— observing,  in  a  marked  understatement,  that 
"the  automobile  business  is  becoming  highly  competitive" — and  the 
Durant  Star  was  put  through  two  price  reductions,  coming  out  at 

J795. 
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By  September,  1927,  the  shopping  motorist  had  the  following  se- 
lection in  what  it  is  still  convenient  to  call  the  $750  to  $1,000  class, 
although  three  of  the  cars  had  now  dropped  through  the  lower  end 
of  the  price  bracket  and  only  two  were  seUing  at  more  than  $900: 

$750  TO  $1,000  Automobiles  September  1927 

Chrysler     $725 

Essex    735 

Pontiac    745 

Whippet    795 

Erskine    835 

Dodge    855 

Nash    825 

Star  795 

Oldsmobile    925 

Paige    995 

In  1926,  most  of  the  manufacturers  in  the  under-$i,ooo  field  had 
been  able  to  increase  their  output  or  to  maintain  it  at  close  to  1925 
levels.  In  1927,  however,  in  addition  to  even  lower  prices  and  even 
sharper  competition,  the  motorcar  producer  felt  the  results  of  a  gen- 
eral business  recession.  It  was  not  a  very  pronounced  recession;  in- 
deed, it  centered  in  the  steel,  petroleum,  and  automobile  industries, 
while  department  stores,  mail-order  houses,  and  other  corporations 
dealing  direcdy  with  the  public  experienced  no  substantial  decline 
in  sales.^  Nevertheless,  the  abounding  prosperity  of  1926  was  no 
longer  present,  and  the  automobile  industry  had  become  extremely 
sensitive  to  any  slackening  of  the  prosperity  tide.  So  in  1927  the 
competitive  struggle  took  the  form  of  very  serious  loss  of  volume, 

■^As  steel  output  fluctuated  directly  with  automobile  output,  the  1927  recession  is 
sometimes  regarded  as  an  automobile  recession,  starting  with  the  Model  T  and 
spreading  to  allied  industries.  But  a  loss  in  Ford  sales  should  have  increased,  not 
diminished,  the  sales  of  other  automobile  manufacturers.  The  troubles  in  the  petro- 
leum business  resulted  from  the  discovery  of  several  large  new  oil  fields  and  a  con- 
sequent overproduction  of  petroleum.  But  the  gasoline  industry  depends  not  on  the 
output  but  on  the  use  of  automobiles,  as  the  petroleum  companies  demonstrated  by 
flourishing  through  the  depression  of  the  1930's.  Both  prosperity  and  depression  move 
from  the  public  to  the  corporations,  not  from  the  corporations  to  the  public. 
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and  of  profit  declines  which  took  several  companies  into  the  defici: 
class. 

As  was  to  have  been  expected,  the  losers  in  the  1927  competition 
were  those  manufacturers  who  had  made  the  fewest  adjustments 
to  new  conditions.  Ford  was  the  outstanding  example,  but  the 
Dodge  was  going  through  much  the  same  process  as  the  Model  T. 
The  Dodge  had  shown,  from  its  earliest  days,  a  strong  Ford  influ- 
ence. Not  that  the  Dodge  brothers  liked  Ford  or  that  Ford  liked 
the  Dodge  brothers,  but  after  making  Ford  parts  for  eleven  years, 
the  Dodges  had  acquired  something  of  the  Ford  philosophy  of  car- 
building.  Thus  the  Dodge  was  more  sturdy  than  stylish,  and  the 
Dodge  slogan — "Constantly  improved  but  no  yearly  models" — was  a 
modification  of  Ford's  technique  with  the  everlasting  Model  T. 
The  Dodge  policy  was  extremely  successful  from  1914  through  1925, 
but  it  was  not  well  designed  to  stand  up  under  the  wholesale  inva- 
sion of  the  Dodge  market.  After  the  management  shift  (from 
Haynes  to  Wilmer,  in  April,  1926)  the  Dodge  position  became  rap- 
idly more  dubious,  and  in  1927  the  company  had  an  extremely 
rapid  decline  in  both  sales  and  profits. 

Dodge  sales  went  from  331,000  cars  (including  trucks)  in  1926  to 
214,000  in  1927.  This  was  a  decline  of  117,000  automobiles  in  a  sin- 
gle year.  The  sales  income  was  ofif  by  $80,000,000.  Profit  dropped 
from  $27,793,000  in  1926  to  $14,830,000  in  1927.  So  in  one  season  the 
company  lost  about  one-third  of  its  sales  and  about  one-half  of  its 
profit. 

A  more  thorough  casualty  of  competition  was  Paige-Jewett. 
Never  a  large  producer,  Jewett  had  been  a  steady  profit-maker,  and 
in  1923  (his  best  year)  had  made  $3,980,000  on  an  output  of  42,000 
cars.  But  his  lowest-priced  car  remained  at  $995  through  1926  and 
1927,  and  sales  went  from  40,000  in  1925  to  30,000  in  1926  and  to 
only  21,000  in  1927.  In  1926,  as  you  will  remember,  the  net  income 
dropped  to  $500,000.  In  the  first  quarter  of  1927,  there  was  a  deficit 
of  $180,000,  and  Jewett  decided  to  get  out  of  the  automobile  business 
while  he  and  his  company  were  still  solvent.  He  found  a  Paige  pur- 
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chaser  in  the  Graham  brothers,  who,  having  sold  their  truck  busi- 
ness to  Dodge,  had  plenty  of  money  and  nothing  to  do  with  it. 

The  Grahams  bought  the  Paige  in  April,  1927;  for  1927  they  re- 
ported a  deficit  of  $4,643,000.  More  than  half  of  the  loss,  however, 
resulted  from  the  house-cleaning  activities  of  the  new  managers, 
who  threw  out  large  quantities  of  old  equipment  and  made  a  large 
investment  in  the  preparation  of  a  new  car  which  they  called  the 
Graham-Paige.  The  Grahams  were  excellent  automobile  producers 
and  did  very  well  with  the  Paige  until  the  depression  hit  them.  But 
the  Paige  was  the  first  among  those  cars  which  had  consistently 
made  money  since  1922  to  report  a  deficit  and  to  emphasize  how 
selective  automobile  profits  had  now  become. 

Durant  Motors  also  lost  money  in  1927,  but  Durant  Motors  had 
lost  money  in  1926  and  was  no  longer  a  serious  factor  in  automobile 
production,  although  it  was  still  turning  out  (in  all  its  various  lines) 
in  the  neighborhood  of  75,000  cars  a  year.  Durant  himself  had  been 
injured  in  a  railroad  wreck  in  the  spring  of  1926,  and  it  was  not 
until  April,  1927,  that  he  resumed  active  control  of  his  company.  His 
return  was  signalized  by  the  announcement  of  a  plan  to  form  a 
new  company,  to  be  called  Consolidated  Motors.  Durant  said  that 
the  independent  companies  no  longer  had  a  fair  chance  of  survival 
and  urged  them  to  rally  around  Consolidated  Motors  and  form  a 
new  General  Motors  with  the  Star  as  a  nucleus.  Nobody  paid  the 
slightest  attention  to  Durant's  invitation.  The  picture  of  the  indus- 
try rallying  around  the  Star  was  somewhat  suggestive  of  a  group  of 
drowning  men  rallying  around  a  brick;  besides,  a  majority  of  the 
independents  were  still  making  money  and  did  not  consider  them- 
selves in  any  bad  way. 

Willys,  despite  his  low  prices,  did  not  get  much  increased  volume, 
selling  184,000  cars  in  1927,  against  179,000  in  1926.  However,  the 
big  initial  expense  of  getting  out  the  Whippets  was  over,  and  on  his 
1927  output  Willys  made  the  very  respectable  profit  of  $6,424,000. 
The  Hudson  had  stopped  putting  its  money  into  new  buildings  and 
showed  a  much  better  profit  statement,  making  $14,431,000  on  the 
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year.  But  Chrysler  had  by  far  the  best  year  in  the  independent 
group.  He  not  only  sold  194,000  cars  (an  increase  of  60,000  from  the 
1926  output)  but  stepped  his  net  income  up  to  $19,484,000.  Chrysler 
had  made  only  one  price  cut  in  1927 — the  $25  reduction  on  the 
Chrysler  Four — and  was  now  operating  with  a  profit  of  almost  ex- 
actly $100  per  sale. 

The  disappointment  of  the  year  was  the  Erskine.  Only  10,000 
Erskines  were  sold  during  the  entire  season.  It  is  hardly  possible  to 
imagine  a  poorer  reception  for  any  car  sponsored  by  a  major  manu- 
facturer, and  as  an  antidote  to  Studebaker's  diminishing  volume  the 
Erskine  was  a  complete  failure.  Possibly  it  arrived  too  late  in  the 
field;  Erskine  seems  to  have  been  almost  ashamed  of  making  a 
"cheap"  car;  the  year  was  not  very  suitable  for  the  introduction  of 
new  automobiles.  Even  so,  the  failure  of  the  Erskine  to  develop  any 
appreciable  sales  volume  is  difficult  to  account  for.  The  Studebakers 
themselves  held  up  fairly  well,  and  the  company  made  $11,937,000 
on  the  year.  But  it  was  getting  farther  and  farther  away  from  its 
1923  high  ($18,342,000)  and  sales  were  getting  uncomfortably  close 
to  the  level  of  100,000  cars  a  year. 

The  ten  major  independents  made  $106,017,000  in  1927,  against 
$110,927,000  in  1926.  They  were  only  about  $5,000,000  under  the 
1926  earnings,  but  they  were  $29,000,000  under  1925,  and  earnings 
had  now  declined  for  two  successive  years.  They  made  about  1,200,- 
000  cars  in  1927,  against  1,300,000  in  1926. 

The  big  earner  of  the  1927  season — and,  of  course,  the  direct  bene- 
ficiary of  the  Ford  collapse — was  General  Motors.  Total  output  was 
1,579,000  cars  and  trucks,  an  increase  of  320,000  cars  over  the  previ- 
ous year.  In  its  second  year,  the  Pontiac  sold  140,700  cars;  it  had 
already  become  one  of  the  best  sellers  in  the  automobile  industry. 
The  Buick  was  off  a  little  from  its  1926  totals,  but  its  sales  of  268,000 
were  still  very  high.  About  two-thirds  of  General  Motors  sales  were 
in  Chevrolet  cars  and  trucks,  but  it  should  be  noticed  that  Chevro- 
let's U.S.  passenger-car  sales — 670,000 — were  not  half  as  great  as  the 
Ford  U.S.  passenger-car  sales  had  been  in  Ford's  better  days.  The 
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passing  of  the  Model  T  left  in  the  small-car  market  a  gap  which 
was  not  filled  until  Ford  himself  got  back  into  full  production 
again. 

Yet  the  big  increase  in  General  Motors  output  resulted  in  another 
leap  in  General  Motors  profit.  In  1927,  the  big  automobile  company 
made  $235,104,000.  This  was  more  money  than  was  made  by  any 
other  company  in  any  industry;  it  was  indeed  the  peak  profit  which 
the  profit  system  had  thus  far  produced.  The  General  Motors  profit 
was  the  logical  result  of  its  very  large  volume.  Since  1923  the  com- 
pany had  approximately  doubled  its  output  and  the  profit  had  in- 
creased in  almost  exactly  the  same  proportion.  The  profit  per  car 
had  been  $136  in  1925  and  $142  in  1926,  and  was  $147  in  1927.^  The 
independents  averaged  about  $100  a  car  in  1927,  but  several  of  them 
were  having  serious  trouble  with  their  sales  volume  and  were  run- 
ning considerably  under  what  they  doubtless  considered  their  "nor- 
mal" per-car  profit.  The  large  Buick  volume;  the  remarkable  suc- 
cess of  the  Pontiac;  and  the  Chevrolet's  ability  to  replace  the  Ford 
as  the  sales  leader  without  having  ever  got  down  to  Ford  prices — 
these  enabled  General  Motors  to  increase  volume  without  sacrificing 
profit  margins.  But  no  independent  had  any  reason  to  complain  of 
General  Motors,  nor,  indeed,  were  any  complaints  made  unless 
Durant's  abortive  effort  to  organize  another  motor  consolidation 
could  be  so  considered. 

Ford  lost  $30,280,000  on  the  year.  It  was  the  first  deficit  in  Ford's 
history  but,  from  a  financial  standpoint,  it  did  not  bother  him  much. 
In  the  five  preceding  years,  the  Model  T  had  made  about  $455,000,- 
000  (after  whatever  dividends  Ford  may  have  declared)  and  the 
Ford  Motor  Company  could  (and  later  did)  stand  much  more 
severe  losses  with  no  threat  to  its  solvency. 

The  total  output  of  the  industry  in  1927  was  3,083,000  passenger 

*As  reached  by  the  not  very  satisfactory  method  of  applying  the  total  net  in- 
come to  the  number  of  cars  sold.  As  General  Motors  was  engaged  in  various  activi- 
ties other  than  the  manufacture  of  automobiles — in,  for  instance,  the  manufacture 
of  Frigidaires — the  per-car  profit  given  above  is  larger  than  the  General  Motors 
actual  net  per  car. 


THE  END  OF  MODEL  T  jgy 

cars  and  500,000  trucks.  The  passenger-car  output  was  of?  by  almost 
1,000,000  cars  from  1926.  But  since  Ford  production  alone  dropped 
by  somewhat  more  than  1,000,000  cars,  the  change  from  a  4,000,000- 
to  a  3,000,000-car  year  was  attributed  solely  to  the  disappearance  of 
the  Model  T. 

Yet  the  fact  that  nobody  sold  the  cars  which  Ford  did  not  sell  in 
1927  was  also  significant.  The  Chevrolet  increase  was  only  about 
one-fifth  of  the  Ford  decrease.  Willys  and  Durant — the  other  pro- 
ducers in  the  under-$7oo  field — sold  fewer  cars  in  1927  than  in  1926. 
There  were  nearly  800,000  fewer  sales  in  the  Ford-Chevrolet  price 
class  in  1927  than  in  1926.  And  the  public's  1927  expenditure  on 
automobiles  was  about  $750,000,000  less  than  it  had  been  in  the  pre- 
vious year.  It  was  true  that  a  great  many  motorists  postponed  their 
buying  of  automobiles  until  Ford  should  come  out  with  his  new 
car.  But  at  no  previous  period  in  the  history  of  the  automobile 
could  so  large  a  producer  as  Ford  have  gone  off  the  market  without 
a  much  greater  increase  in  the  sale  of  competitive  cars. 

The  collapse  of  the  Model  T  was  brought  about  by  a  tension 
which  existed  throughout  the  entire  industry.  In  1927,  the  manufac- 
turers could  have  produced  7,000,000  cars;  they  expected  to  produce 
nearly  5,000,000;  they  actually  produced  only  3,000,000.  The  Model 
T  was  the  chief  victim  of  these  discrepancies.  But  the  decline  of  the 
Dodge,  although  less  spectacular,  was  no  less  significant.  And  the 
Paige  deficit  also  demonstrated  that  the  automobile  "game"  could 
no  longer  be  played  by  winners  only.  The  development  of  the  ma- 
chine tool — which  is  the  essential  factor  in  mass  production — had 
made  it  possible  for  the  automobile  manufacturer  to  turn  out  cars 
by  the  millions.  But  it  was  already  impossible  for  the  public  to  pay 
for  nearly  as  many  million  automobiles  as  the  automobile  manu- 
facturer could  make. 
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A  LTHOUGH  1929  has  given  its  numerals  to  its  decade,  1928 
XjL  was,  from  the  standpoint  o£  the  greater  part  o£  the  automo- 
bile industry,  a  year  of  considerably  better  net  income.  This  circum- 
stance results  chiefly  from  the  fact  that  booms  and  depressions  do 
not  go  strictly  with  the  calendar.  The  last  three  months  of  1929 
belong  to  the  beginning  of  the  depression  rather  than  to  the  ending 
of  the  boom.  In  the  same  way,  the  opening  months  of  1928  were  in 
the  shadow  of  the  1927  recession;  it  was  not  until  March  that  auto- 
mobile output  began  to  run  ahead  of  the  output  in  corresponding 
1927  periods.  Once  1928  made  up  its  mind  to  be  a  good  year,  how- 
ever, it  decided  to  become  a  very  good  year  indeed.  Output  totaled 
430,000  cars  in  March  and  remained  over  the  400,000  mark  through 
October.  The  high  month — August — with  a  492,000  car  (and  truck) 
output  was  about  25,000  units  over  the  previous  high  (April,  1926) 
and  came  very  close  to  giving  the  automobile  industry  its  first  500,- 
ooo-car  month. 

Total  passenger-car  output — 4,013,000 — passed  the  4,000,000-a-year 
level  for  the  first  time  and  was  a  1,000,000  increase  over  1927.  But  it 
was  only  100,000  cars — less  than  the  output  of  one  good  week — over 
1926.  Broadly  speaking,  the  industry  dropped  from  4,000,000  cars  in 
1926  to  3,000,000  in  1927  and  then  went  back  to  4,000,000  in  1928. 
But  as  the  comparisons  were  all  made  with  1927,  nearly  everybody 
felt  very  happy  indeed,  and  the  automobile  manufacturer,  like  other 
American  industriaUsts,  began  to  believe  in  the  theory  of  permanent 
prosperity  and  the  conquest  of  poverty. 

It  was  in  1928  that  people  began  to  "believe  in"  prosperity,  the 
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nomination  and  the  election  o£  Herbert  Hoover  o£  course  doing 
much  to  change  an  economic  circumstance  into  an  article  of  faith. 
Probably  the  "chicken  in  every  pot"  slogan  and  the  "making  every- 
body rich"  foolishness  did  not  do  much  to  inflate  automobile  sched- 
ules or  prices.  The  automobile  output  in  1928  was  not  only  very 
little  larger  than  it  had  been  in  1926,  but  w^as  not  much  larger  than 
in  1925  or  even  in  1923.  And  a  good  deal  of  the  increase  was  con- 
tributed by  the  rapidly  growing  export  trade.  But  the  type  of  infla- 
tion we  had  in  the  boom  period  of  the  1920's  was  primarily  a  credit 
inflation,  and  a  credit  inflation  is  based  largely  on  confidence  in  the 
future.  The  automobile  manufacturer  was  leaning  heavily  upon  the 
prosperity  psychology  of  the  times,  not  so  much  to  increase  his  out- 
put as  to  dispose  of  it;  he  could  not  sell  much  more  than  4,000,000 
passenger  cars  even  in  the  best  of  circumstances,  and  he  could  sell 
as  many  as  4,000,000  only  under  very  favorable  circumstances  indeed. 

The  chief  reflection  of  the  "New  Era"  attitude  in  the  automobile 
business  was  seen  in  a  pronounced  revival  of  the  business  in  cars 
selling  for  more  than  $1,000.  Thus  Packard,  Studebaker,  and  Hup- 
mobile  made  the  best  comparative  showing  over  1927.  Packard  sold 
47,178  cars  in  1928,  against  32,222  cars  in  1927  and  made  $21,800,000, 
against  $13,400,000.  During  the  course  of  the  year,  Packard  dropped 
its  six-cylinder  cars  and  concentrated  on  a  line  of  Packard  Straight 
Eights,  the  low  price  on  which  was  $2,435.  ^^  was  a  period  in  which 
the  rich  were  getting  richer  more  rapidly  than  the  poor  were  becom- 
ing less  poor,  and  the  higher-priced  automobiles  prospered  as  some 
of  the  easy  money  of  the  day  went  into  circulation  in  luxury  fields. 

At  the  beginning  of  the  year,  however,  attention  focused  chiefly 
on  the  minimum-price  field.  Not  only  had  the  Model  A,  successor 
to  the  Model  T,  just  come  on  the  market,^  but  Willys  had  an- 
nounced an  extraordinary  cut  in  the  prices  of  the  Whippet  Four  and 
seemed  determined  to  make  the  small-car  field  a  three-way  contest. 

In  1926,  Willys  had  cut  almost  all  the  profits  out  of  his  sales.  He 
was  still  operating  with  a  narrow  profit  margin  in  1927.  But  he  had 

*Ford  sold  about  8,000  Model  A's  in  December,  1927. 
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spent  $42,000,000  on  "plant  and  property"  in  the  past  five  years,  had 
$14,000,000  in  cash  on  hand,  and  had  no  short-term  bank  loans.  He 
figured  that  he  would  have  no  further  investment  to  make  in  new 
machinery  and  new  models,  and  his  cash  position  was,  for  Willys, 
extraordinarily  good.  So  he  sent  out  his  1928  Whippets  with  instruc- 
tions to  take  on  both  the  Chevrolet  and  the  Ford  and  with  hopes  of 
getting  a  400,000-car  volume  for  the  year. 

The  Whippet  price  reductions  were  indeed  remarkable.  The  open 
cars  came  out  with  $170  ofiF  their  1927  prices,  the  roadster  seUing  at 
$485  and  the  touring  car  at  $455.  Nobody  sold  many  open  models 
anyhow,  so  these  cuts  were  more  sensational  than  significant.  The 
1928  Whippet  coupe,  however,  was  priced  at  $535,  a  reduction  of 
$90.  Furthermore,  it  sold  for  $50  less  than  the  Chevrolet  coupe  and 
for  only  $40  more  than  the  Ford  coupe.  The  new  Whippet  sedans 
were  reduced  by  $140  and  were  priced  at  I585.  They  cost  only  $15 
more  than  the  Ford  sedan  and  I90  less  than  the  Chevrolet  sedan.  As 
the  original  Whippets  had  been  so  small  and  so  light  that  it  was  not 
possible  to  make  them  much  smaller  or  lighter,  it  was  questionable 
whether  Willys  could  make  much  money  on  his  new  cars,  whatever 
their  volume.  But  the  new  Whippets  should  certainly  make  new 
highs  in  Willys-Overland  output. 

The  major  attraction  of  the  season,  however,  was  the  Model  A.  It 
had  taken  Ford  six  months  to  get  his  new  model  into  production, 
and  his  output  was  still  very  small.  But  it  was  immediately  apparent 
that  the  people  who  had  waited  for  the  new  Ford  would  be  re- 
warded for  their  patience.  The  Model  A  was  altogether  superior  to 
the  Model  T.  It  was  not  precisely  an  aesthetic  triumph;  the  body 
still  looked  a  Httle  as  if  it  had  been  put  on  as  an  afterthought.  But 
even  from  the  standpoint  of  appearance,  it  was  a  great  improvement 
on  the  Model  T,  and  from  the  standpoint  of  performance  there  was 
no  comparison  between  the  two  cars.  Ford,  characteristically  enough, 
had  concentrated  on  the  production  of  a  better  power  plant.  With- 
out increasing  the  size  of  his  engine,  he  had  doubled  its  power 
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(from  20  horsepower  to  40  horsepower),  and  the  new  Fords  were 
by  far  the  best-powered  cars  in  their  class. 

Furthermore,  the  Model  A  came  out  with  practically  no  increase 
in  price.  It  was  this  feature  of  the  Model  A  that  most  startled  the 
industry.  No  one  had  doubted  Ford's  abiUty  to  improve  on  the 
Model  T,  but  his  ability  to  produce  a  better  car  at  no  advance  in 
price  had  been  widely  questioned.  The  open  Model  A's  were  some- 
what more  expensive  than  the  Model  T's  (the  touring  car,  at  $385, 
was  I25  over  the  last  Model  T  touring  car),  but  it  was  in  the  closed 
cars  that  the  bulk  of  sales  would  be  made.  The  Model  A  coupe  and 
the  small  sedan  were  priced  at  $495 — the  same  as  the  final  price  on 
the  Model  T  coupe  and  two-door  sedan;  the  larger  sedan  was  priced 
at  $570  for  Model  A,  against  $545  for  Model  T. 

Automotive  Industries  complained  that  the  Model  A  prices  were 
"too  low  for  the  conventional  type  of  industrial  organization  which 
is  pubUcly  owned  and  under  a  moral  obligation  to  pay  a  more  or 
less  regular  return  to  its  stockholders,"  and  argued  that  Ford  could 
not  possibly  have  put  the  cost  of  changing  models  into  the  price  of 
his  new  car.  The  magazine  admitted,  however,  that  the  Model  A 
had  established  "a  new  standard  of  value"  and  that  there  had  been 
nothing  like  it  since  the  original  Model  T. 

It  looked  very  much  as  if  Ford  was  on  his  way  back  to  leadership 
in  automobile  production.  The  1928  Chevrolets,  very  slightly  re- 
duced in  price,  were  selUng  at  about  f  100  over  the  Ford  prices.  Thus 
the  Chevrolet  coupe  was  $585,  against  Ford's  $495,  and  the  sedan 
was  $675,  against  $570.  The  1927  Chevrolet  had  overcome  an  even 
greater  price  handicap,  but  the  Chevrolet  was  no  longer  competing 
against  a  car  that  belonged  in  a  museum.  Furthermore,  in  January, 
1928,  Ford  announced  that  he  had  on  hand  orders  for  727,000  cars 
and  that  537,000  of  these  orders  had  been  accompanied  by  cash  de- 
posits of  $25  or  more. 

The  one  saving  factor  in  the  situation,  from  the  Chevrolet — and 
the  Whippet — standpoint  was  that  Ford  could  not  produce  his  new 
automobile  in  considerable  numbers.  Ford  undoubtedly  did  Uve  up 
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to  all  the  criticisms  that  had  been  made  of  his  inflexibility;  after 
taking  six  months  to  get  the  Model  A  into  production  at  all,  he  took 
another  six  months  to  get  it  into  production  on  the  typical  Ford 
scale.  Only  12,000  cars  were  assembled  in  January,  20,000  in  Febru- 
ary, and  25,000  in  March,  although  Ford  had  more  than  100,000  men 
at  work  in  Detroit  alone.  Meanwhile  the  Chevrolet — which  now  had 
a  large  truck  as  well  as  passenger-car  output — built  91,000  automo- 
biles in  January,  116,000  in  February,  and  103,000  in  March.  But  it 
was  only  a  question  of  time  before  Ford  would  discover  how  to  get 
the  Model  A  into  mass  production,  and  when  he  made  that  dis- 
covery competition  with  him  was  bound  to  be  difficult.  It  was  not 
until  October,  however,  that  Ford  got  his  production  up  to  100,000 
cars  a  month,  and  by  that  time  more  than  1,000,000  1928  Chevrolets 
(trucks  included)  had  been  made. 

The  medium-price  field  picked  up  in  1928  at  the  point  where  it 
had  left  off  in  1927,  with  prices  still  going  down  in  an  attempt  to 
maintain  or  increase  volume.  The  Grahams,  having  cleaned  up  the 
Paige  plant  to  their  satisfaction,  produced  a  new  car  called  the 
Graham-Paige,  and  priced  a  six-cylinder  coupe  at  $875.  Nash  had 
cut  his  light  coupe  from  $875  to  $845,  as  has  been  noted.  Chrysler 
took  $55  off  his  lowest-priced  line,  selling  the  1928  coupe  for  $670. 

The  chief  development  in  low-priced  sixes,  however,  was  provided 
by  Willys,  who  got  out  a  new  line  of  Whippet  Sixes  with  the  same 
disregard  for  profit  per  car  that  he  had  shown  in  pricing  the  Whip- 
pet Fours.  The  new  Whippet  Six  came  out  (in  April)  with  a  tour- 
ing car  at  $615,  a  roadster  at  $685,  a  coupe  and  a  coach  at  $695,  and 
a  sedan  at  $745.  They  were  widely  advertised  as  the  "lowest-priced 
sixes  in  the  world,"  and  the  designation  was  unquestionably  ac- 
curate. The  Willys  Six  was  closer  to  the  Chevrolet  price  than  the 
Chevrolet  was  to  the  Ford,  and  no  one  had  previously  attempted  to 
go  under  $700  with  a  six-cylinder  automobile,  no  matter  if  the 
cylinders  were  a  little  undersized  and  the  whole  engine  was  con- 
siderably less  powerful  than  many  a  better-nourished  four.  Willys 
was  practically  certain  to  break  all  the  production  records  of  the  old 
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Willys-Overland  line,  but  in  addition  to  the  question  o£  whether  he 
would  be  able  to  make  any  profit  there  was  also  the  question  of  how 
well  his  new  products  would  wear.  Meanwhile,  the  Willys  Six 
introduced  another  complication  into  what  used  to  be  the  f750-to- 
$1,000  field — the  f65o-to-$850  field  would  now  be  a  more  accurate 
term. 

With  the  Graham-Paige,  the  Nash,  the  Chrysler,  and  the  new 
Whippets  fighting  for  a  share  in  the  medium-price  market,  the 
more  conservative  manufacturers  were  finding  life  extremely  diffi- 
cult. The  Erskine  was  very  far  from  being  another  Pontiac.  Indeed, 
no  new  car  launched  by  a  major  producer  had  ever  met  with  such  a 
poor  reception.  Meanwhile,  the  Dodge  was  continuing  to  decline 
both  in  sales  and  in  profits.  Wilmer  finally  brought  out  a  six  at 
$875,  but  sixes  at  such  a  figure  had  long  since  ceased  to  be  a  novelty. 

Control  of  the  Dodge  still  rested  with  Dillon,  Read  &  Company 
(who  still  held  the  Dodge  voting  stock),  and  Clarence  Dillon  was 
becoming  very  unhappy  about  his  automobile  property.  True,  the 
banking  house  had  already  made  a  good  profit  out  of  the  Dodge 
transaction  and  the  Dodge  was  still  covering  its  bond  interest  several 
times  over.  On  the  other  hand.  Ford  had  just  demonstrated  how 
rapidly  a  car  can  slip  when  it  starts  going,  and  the  Dodge  was  un- 
questionably in  a  major  decline.  Should  the  Dodge  stop  paying  its 
preferred  dividends — let  alone  should  it  become  unable  to  meet  the 
interest  (about  $3,000,000  a  year)  on  its  bonds — all  the  people  who 
had  bought  Dodge  securities  would  say  that  Dillon,  Read  had  sold 
them  a  lemon,  and  Wall  Street  would  view  all  Dillon,  Read  under- 
writings  with  deep  suspicion.  Dillon  decided  that  the  best  thing  to 
do  was  to  get  rid  of  his  automobile  business,  but  there  were  not 
many  prospective  buyers. 

General  Motors  had  bid  for  the  Dodge  in  1925,  but  the  Dodge  was 
no  longer  as  valuable  as  it  had  then  appeared  to  be.  Anyway,  Gen- 
eral Motors  was  probably  too  dignified  to  make  two  grabs  for  the 
same  bag.  Ford  had  his  hands  full  trying  to  produce  the  Model  A  in 
profitable  quantity.  And  Ford  probably  considered  that  he  had 
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already  contributed  excessively  to  the  support  of  the  Dodge  brothers. 
Chrysler,  however,  vi^as  up-and-coming;  in  1927  he  had  made  more 
money  than  anybody  except  General  Motors;  if  a  Dodge  purchaser 
existed,  Chrysler  might  be  the  man.  So  Dillon  went  to  see  Chrysler 
and,  after  a  little  preliminary  beating  around  the  bush,  admitted 
that  Dodge  Brothers  was  on  the  market.  Dillon  said  that  a  banker 
had  no  business  trying  to  make  automobiles,  but  that  under  Chrys- 
ler's management,  the  Dodge  would  soon  be  as  good  as  new. 

The  meeting  then  adjourned  from  Chrysler's  office  (at  that  time 
on  Madison  Avenue)  to  the  Ritz-Carlton,  where  Chrysler  and  Dil- 
lon dickered  for  five  days  and  the  greater  part  of  five  nights.  When 
the  terms  by  which  Chrysler  was  to  acquire  Dodge  Brothers  were 
announced,  it  looked  as  if  Dillon  had  not  been  much  of  a  trader. 
On  the  other  hand,  it  was  also  the  general  opinion  that  Dillon  did 
not  have  very  much  to  trade. 

For  the  company  which  had  cost  Dillon  $146,000,000 — and  into 
which  the  investing  pubHc  had  put  $160,000,000 — only  three  years 
before,  Chrysler  did  not  give  one  penny  in  cash.  He  agreed  to  take 
over  the  Dodge  bonds,  of  which  $56,000,000  were  still  outstanding. 
Otherwise,  the  merger  was  to  be  made  through  an  exchange  of 
stock.  Chrysler  offered  one  share  of  Chrysler  common  for  one  share 
of  Dodge  preferred,  one  share  of  Chrysler  common  for  five  shares 
of  Dodge  nonvoting  common,  and  one  share  of  Chrysler  common 
for  ten  shares  of  the  Dodge  voting  stock  held  by  Dillon,  Read. 
Chrysler  also  stipulated  that  the  deal  should  not  go  through  unless 
Dillon  got  the  consent  of  90  per  cent  of  his  stockholders  within 
sixty  days.  Chrysler  knew  that  there  would  be  trouble  with  some  of 
the  Dodge  stockholders,  since  the  Dodge  preferred  paid  a  $7  divi- 
dend against  a  $3  Chrysler  dividend,  and  was  redeemable  at  $103 
against  a  current  Chrysler  market  of  $68.  And  if  the  Dodge  stock- 
holders felt  like  a  battle,  Chrysler  preferred  that  they  should  do 
their  batthng  with  Dillon  rather  than  with  him. 

Dillon  agreed  to  Chrysler's  proposals,  in  spite  of  the  absence  of 
cash  and  notwithstanding  the  one-to-five  ratio  on  the  common  stock 
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exchange,  to  say  nothing  of  the  one-to-ten  ratio  on  Dillon,  Read's 
own  holdings.  The  approaching  disappearance  of  Dodge  Brothers 
as  an  independent  company  was  announced  early  in  June.  As  it 
turned  out,  Dillon  did  have  a  hard  time  with  some  of  his  preferred 
stockholders.  After  all,  even  in  1927  the  Dodge  had  sold  more  cars 
than  the  Chrysler.  And  some  of  the  Dodge  stockholders  were  slow 
in  grasping  the  point  that  at  the  rate  the  Dodge  was  going  it  would 
not  long  be  paying  $7  on  its  preferred,  and  that  the  redemption 
value  of  the  preferred  would  soon  become  largely  theoretical. 

With  the  sixty-day  time  allowance  almost  over,  Dillon  lacked  a 
few  shares  of  the  90  per  cent  necessary  to  confirm  the  merger.  He 
explained  to  Chrysler  that  one  of  the  preferred  stockholders  was  in 
Europe  and  was  difficult  to  reach.  Dillon  wanted  more  time,  but 
Chrysler  would  not  give  him  an  extension. 

"But  how  can  I  get  the  rest  of  the  stock,"  argued  Dillon,  "in  three 
days?  It  can't  be  done." 

"You  didn't  have  three  days,"  said  Chrysler.  "You  had  sixty  days, 
of  which  three  are  left." 

Finally,  by  liberal  use  of  the  cable,  Dillon  got  under  the  wire  with 
the  necessary  90  per  cent  of  the  Dodge  stock  and  the  Chrysler-Dodge 
merger  was  definitely  accomplished. 

As  a  matter  of  fact,  Dillon  did  not  do  at  all  badly  by  his  stock- 
holders. It  seems  altogether  unUkely  that  Dodge  Brothers  as  an 
independent  company  would  have  survived  the  depression.  The 
Dodge  stockholders  got,  in  round  numbers,  about  1,000,000  shares 
of  Chrysler  stock.  At  the  prevailing  market,  these  shares  were  worth 
about  $70,000,000 — about  half  of  what  Dillon  had  paid  for  the 
Dodge  company,  in  cash,  three  years  before.  In  less  than  a  year, 
however,  the  Chrysler  shares  held  by  the  Dodge  stockholders  were 
worth  $135,000,000.  Since  1929,  their  value  has  been  subject  to  wide 
fluctuations  ^  but  it  is  safe  to  say  that  few  former  Dodge  stockholders 
now  regret  the  Dodge-Chrysler  deal. 

^A  million  Chrysler  shares  were  worth  only  $5,000,000  in  1932;  by  mid-1940 
they  were  up  to  $77,000,000 — not  far  from  their  1928  valuation. 
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In  terms  of  what  Dodge  cost  Chrysler,  however,  the  sale  was  un- 
doubtedly made  at  a  bargain  figure.  The  only  obligation  Chrysler 
assumed  was  the  payment  of  the  bond  interest,  which  in  1928  came 
to  $3,360,000.  This  payment  could  be  (and  was)  rapidly  reduced  by 
reducing  the  principal.  Chrysler  paid  a  dividend  of  $3  a  share  in 
1928,  so  the  Chrysler  stock  given  for  the  Dodge  assets  cost  him 
$3,000,000.  But  dividends — particularly  common-stock  dividends — 
are  declared  strictly  at  the  option  of  the  management,  and  the  bond 
interest  was  the  only  compulsory  expense  that  Chrysler  incurred. 

Even  so.  Wall  Street  did  not  see  what  Chrysler  wanted  with  the 
Dodge  automobile  at  any  price.  The  car  was  going  downhill  and 
experience  had  shown  that  it  was  very  difficult  to  arrest  the  decline 
of  an  automobile.  The  Dodge  sold  in  the  Chrysler  price  class,  and 
even  if  Chrysler  did  revive  it,  its  sales  would  be  at  the  expense  of 
the  Chrysler  line.  True,  Chrysler  got  a  truck  business  and  an  excel- 
lent dealer  organization,  but  he  had  never  shown  any  previous 
interest  in  trucks,  and  the  Chrysler  dealer  organization  seemed  ade- 
quate for  all  his  purposes. 

Yet  the  Dodge  acquisition  made  such  a  fundamental  contribution 
to  the  welfare  of  Chrysler  Corporation  that  the  present  Chrysler 
position  could  not  have  been  reached  without  it.  Sales  of  the  Dodge 
did  continue  to  decline  (although  much  less  rapidly),  nevertheless 
the  car  was  pulled  through  the  depression  and  became  a  major  asset 
in  the  recovery  years.  As  for  price  competition  between  the  Dodge 
and  the  Chrysler,  there  was  nothing  to  keep  Chrysler  from  removing 
this  drawback  by  changing  the  Dodge  price.  Soon,  indeed,  there  was 
enough  difference  between  the  Chrysler  price  and  the  Dodge  price 
for  another  Chrysler  line — the  De  Soto — to  sell  between  them.  The 
theory  that  the  Dodge  would  be  merely  a  nuisance  to  Chrysler  de- 
pended upon  the  incorrect  assumption  that  Chrysler  would  continue 
to  make  the  same  Dodge  and  sell  it  at  the  same  price. 

But  the  chief  merit  of  the  Dodge  acquisition  had  nothing  to  do 
with  the  Dodge  automobile.  Chrysler  could  have  scrapped  the 
Dodge  car  the  day  after  he  bought  it  and  still  have  made  a  good  buy. 
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Chrysler  was  already  planning  a  new  line  of  automobiles.  The  new 
car  appeared  in  July,  1928,  one  month  after  the  Dodge  purchase.  It 
was  called  the  Plymouth;  it  took  the  place  of  the  lowest-priced 
Chryslers  and  came  out  with  a  coupe  at  $670 — the  same  price  as  the 
Chrysler  coupe  it  superseded. 

But  Chrysler  planned  to  make  the  Plymouth  one  of  his  major 
units  and  was  looking  forward  to  a  gradual  reduction  in  its  price. 
Like  many  other  manufacturers,  Chrysler  realized  the  strength  of 
the  demand  for  lower-priced  automobiles.  He  also  recognized  the 
difficulty  of  holding  a  really  high  volume  in  the  $750-to-$i,ooo  class, 
now  so  torn  by  price  cuts  and  new  arrivals.  Willys,  making  a  simi- 
lar analysis  of  the  same  situation,  responded  by  making  a  drastic 
price  cut  and  hoping  for  the  volume  necessary  to  justify  it.  But 
Chrysler  had  strong  convictions  about  the  need  for  maintaining 
profit  margins.  He  was  primarily  a  production  man  to  whom  pro- 
ducing at  or  below  cost  had  never  appealed.  So  he  started  the  Ply- 
mouth at  $670  with  the  intention  of  lowering  the  price  as  the  vol- 
ume was  built  up.  Aiming  at  the  Ford  market,  Chrysler  was 
approaching  it  in  the  Ford  manner. 

Yet  he  did  not  see  how  he  could  ever  get  the  Plymouth  price 
much  below  $670  with  the  facilities  at  his  command  when  the  1928 
season  opened.  Chrysler  did  not  have  a  completely  integrated  plant. 
He  had  no  foundry,  no  forge  shop,  none  of  the  facilities  needed  for 
making  many  of  the  major  structural  elements  of  an  automobile. 
The  parts  manufacturer,  of  course,  would  have  been  happy  to  make 
good  his  deficiencies.  But  if  he  was  going  into  the  strictly  low-price 
field,  Chrysler  saw  no  way  to  pay  the  parts-maker  a  profit  and  still 
have  any  considerable  profit  left  for  himself.  Durant  had  tried  to 
crash  into  the  Ford  and  the  Chevrolet  market  with  a  car  which  was 
a  conglomeration  of  parts-makers'  products.  And  Chrysler  em- 
phatically did  not  want  to  follow  in  Durant's  footsteps.  Even  aside 
from  the  profit  standpoint,  he  did  not  much  approve  of  a  com- 
pletely assembled  car,  since  the  assembled  job  deprived  him  of  any 
control  over  the  manufacturing  process.  Yet  to  build  his  own  com- 
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pletely  integrated  plant  would  be  prohibitively  expensive.  Chrysler 
estimated  that  it  would  cost  $75,000,000  for  him  to  become  fully 
equipped  as  his  own  parts-maker. 

And  just  at  this  critical  moment,  in  came  Dillon  trying  to  find  a 
buyer  for  exactly  what  Chrysler  needed.  The  Dodge  Brothers  had 
been  in  the  parts-making  business  since  1903,  and  there  were  very 
few  parts  of  an  automobile  which  could  not  be  made  in  the  Dodge 
plant.  With  the  Dodge  plant,  Chrysler  could  manufacture  most  of 
the  Plymouth  within  his  own  four  walls.  Furthermore,  he  could 
make  many  Chrysler  parts  that  he  was  still  purchasing  on  the  out- 
side. And  he  did  not  have  to  pay  any  $75,000,000  for  the  Dodge 
property.  Indeed,  even  in  its  somewhat  shopworn  condition,  the 
Dodge  was  still  making  a  great  deal  more  money  than  it  would  cost 
Chrysler,  and  Chrysler  felt  confident  of  his  ability  to  keep  the 
Dodge  from  going  entirely  over  the  hill. 

It  was  the  Dodge  plant,  not  the  Dodge  automobile,  that  was  so 
valuable  to  Chrysler.  Without  the  Dodge  plant,  the  low-priced  Ply- 
mouth of  the  depression  years  might  not  have  been  possible,  and  it 
was  only  by  driving  down  the  price  of  the  Plymouth  that  Chrysler 
was  able  to  avoid  the  sales  stagnation  which  almost  wiped  out  the 
independent  automobile  industry  in  the  depression  years.  It  was  also 
the  Dodge  acquisition  which  permitted  Chrysler  to  operate  as  a 
four-car  (Plymouth,  Dodge,  De  Soto,  Chrysler)  producer  and  to 
function  on  the  General  Motors  principle  of  a  car  in  every  price 
class.  In  1927  Chrysler  had  been  the  most  successful  of  the  one-car 
producers.  But  no  one-car  producer  remained  successful  through 
the  depression  years. 

The  results  of  the  Dodge  acquisition  were  not  immediately  appar- 
ent; indeed,  Chrysler  himself  probably  did  not  appreciate  for  some 
time  the  full  importance  of  his  new  asset.  But  the  Chrysler-Dodge 
combination  did  at  once  become  the  third  largest  automobile  com- 
pany. In  1928  it  sold  360,400  cars  and  made  $34,200,000.  But  neither 
the  output  nor  the  net  income  equaled  the  1927  records  of  Chrysler 
and  Dodge  as  independent  companies.  Neither  the  Plymouth  nor 
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the  De  Soto  (which  appeared  in  April  as  a  lower-priced  companion 
car  for  the  Chrysler  line)  had  a  chance  to  generate  much  volume  in 
the  1928  season,  and  both  the  Dodge  and  the  Chrysler  sold  fewer 
cars  in  1928  than  in  1927. 

The  other  major  intercorporate  transaction  of  1928  was  the  pur- 
chase by  Studebaker  of  a  controlling  interest  in  Pierce-Arrow.  The 
Pierce-Arrow  history  went  back  to  the  pioneer  days  of  the  automo- 
bile industry,  and  the  Pierce  never  did  escape  from  the  extremely 
high  prices  that  were  common  in  the  early  years  of  the  present  cen- 
tury. Its  happiest  days  came  in  the  postwar  boom  of  191 9  and  the 
early  part  of  1920,  when  all  prices  were  so  high  that  the  Pierce  did 
not,  by  comparison,  appear  so  badly  overpriced.  A  special-bodied, 
jewel-studded  Pierce  was  sold  in  1919  to  the  Shah  of  Persia.  In  1920, 
the  Pierce  sold  4,292  cars  at  a  little  more  than  $7,500  a  car.  But  the 
company  lost  $783,000  in  1927  and  was  on  its  way  to  a  larger  deficit 
in  1928. 

In  August,  1928,  the  Pierce-Arrow  got  out  an  issue  of  $2,000,000 
of  a  new  common  stock  and  Studebaker  bought  the  whole  issue. 
Erskine  explained  that  the  purchase  did  not  constitute  a  merger. 
Nevertheless,  Erskine  became  chairman  of  the  Pierce-Arrow  board 
and  also  increased  Studebaker's  interest  in  the  company  by  purchas- 
ing additional  Pierce-Arrow  shares  in  the  open  market.  Erskine 
planned  to  get  the  price  of  the  Pierce-Arrow  down  to  around  $3,000 
(from  $4,250)  and  to  increase  its  volume  to  15,000  cars  (from  about 
6,500). 

Erskine  has  been  severely  criticized  for  the  Pierce-Arrow  purchase, 
but  the  criticism  has  been  based  on  post-1929  developments.  Cer- 
tainly he  did  not  foresee  the  depression,  but  neither  did  anybody 
else  in  the  automobile  business.  In  1929  the  Pierce-Arrow,  benefiting 
by  a  continuance  of  the  luxury  buying  which  marked  the  final 
stages  of  prosperity,  made  a  profit  of  $2,500,000.  After  1929  the 
Pierce-Arrow  of  course  faded  rapidly,  but  so  did  many  a  supposedly 
hardier  blossom  on  the  automobile  bush.  The  purchase  of  the 
Pierce-Arrow  did,  however,  illustrate  Erskine 's  preference  for  high- 
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priced  cars  and  perhaps  helps  to  explain  the  dismal  showing  of  the 
Erskine.  Only  23,000  Erskines  were  sold  in  1928,  although  the  car 
was  in  its  second  full  year.  The  Studebaker  itself,  however,  was 
showing  its  first  sales  increase  since  1923,  and  the  company  was  so 
well  pleased  with  the  record  of  its  higher-priced  cars  that  in  1929  it 
dropped  the  Erskine  entirely,  although  it  added  a  lower-priced 
Studebaker  at  not  much  over  the  Erskine's  price. 

Several  prominent  automobile  people  celebrated  the  new  era  of 
depression-proof  business  by  lengthy  absences  from  their  corporate 
desks.  Willys,  having  got  his  new  Whippets  into  production,  went 
to  Europe.  Like  most  of  the  auto  manufacturers,  Willys  was  a  Re- 
publican, and  he  was  also  a  generous  contributor  to  Republican 
campaign  funds.  In  the  event  of  a  Republican  victory  in  the  1928 
elections — and  few  events  have  been  more  plainly  foreshadowed — 
it  was  expected  that  Willys  would  be  rewarded  with  a  diplomatic 
post.  So  his  visit  to  Europe  may  have  been  by  way  of  looking  over 
the  field.  Pierre  S.  duPont  left  the  chairmanship  of  General  Motors 
(he  was  succeeded  by  Lammont  duPont)  to  work  for  the  Association 
against  the  Prohibition  Amendment.  John  J.  Raskob  (no  Repub- 
lican) got  leave  of  absence  from  the  General  Motors  Finance  Com- 
mittee to  manage  the  presidential  campaign  of  Alfred  E.  Smith. 
Chrysler  thought  that  a  skyscraper  would  be  nice  for  his  sons  to 
play  with,  and  became  interested  in  plans  for  the  tall  building  that 
now  stands  at  Lexington  Avenue  and  Forty-Second  Street,  New 
York  City.  Even  Ford,  although  he  was  undoubtedly  sticking  close 
to  the  automobile  business,  produced  a  Model  A  "town  car,"  priced 
at  $1,400  and  designed  to  be  driven  by  a  chauffeur.  None  of  these 
incidents  was  in  itself  important,  but  the  automobile  manufacturer 
was  the  last  man  in  the  world  who  could  afford  to  take  prosperity 
for  granted. 

The  second  half  of  1928  was  not  as  productive  as  the  first  half, 
although  Ford  finally  got  his  car  into  quantity  production  and  in 
his  attempt  to  catch  up  for  lost  time  guaranteed  the  industry  a  rec- 
ord year.  In  July—just  after  Willys  left  for  Europe— the  Willys- 
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Overland  company  admitted  that  it  had  underpriced  its  Whippets 
by  announcing  a  $50  increase  in  the  four-cylinder  line.  This  increase 
brought  the  Whippet  Four  coupe  to  I595,  which  was  considerably 
above  the  Ford  price  and  slightly  over  that  of  the  Chevrolet.  The 
Whippet  Six  sedan  was  also  increased  from  $745  to  $775.  Chrysler 
had  cut  the  Plymouth  a  litde  too  fine,  also,  although  his  price  in- 
creases ran  from  only  $5  to  $15.  In  November,  Ford  raised  the  price 
of  the  touring  car  from  $395  to  $460  and  that  of  the  roadster  from 
$385  to  $450,  but  these  changes  did  nothing  more  than  to  demon- 
strate the  unpopularity  of  open  cars. 

With  the  Ford  physically  unable  to  give  the  Chevrolet  much  of  an 
argument,  with  the  Pontiac  selling  190,000  cars  in  its  third  remark- 
ably successful  year,  and  with  the  Buick  sales  still  well  over  the 
200,000  mark.  General  Motors  had  a  year  of  record  output  and  of 
phenomenal  profit.  On  sales  of  1,811,000  automobiles  (including 
26,000  trucks  and  290,000  foreign  sales)  General  Motors  showed 
a  net  income  of  $276,468,000.  This  profit  is  still  the  highest  profit 
that  any  corporation  in  any  business  anywhere  has  ever  made;  the 
only  close  approaches  to  it  have  been  made  by  General  Motors  itself. 
As  the  sales  income  for  the  year  was  $1,459,000,000,  the  company's 
ratio  of  net  income  to  gross  sales  was  almost  20  per  cent.  General 
Motors  was  about  150,000  automobiles  under  the  best  production 
figures  Ford  had  made  in  his  1923-24  period,  but  General  Motors 
was  selHng  600,000  of  its  cars  in  price  classes  that  Ford  had  never 
reached.  And  in  his  years  of  highest  volume,  Ford  was  selling  a 
majority  of  his  cars  in  open-model  types  on  which  the  Ford  Motor 
Company,  allowing  for  the  dealer  discount,  was  taking  in  less  than 
$250  a  car.  Even  the  Chevrolet  was  selling  at  almost  twice  the  cost 
of  the  1922-24  Fords,  and  it  was  not  illogical  for  General  Motors  in 
1928  to  make  more  than  twice  as  much  money  as  Ford  had  made  in 
his  best  year. 

Ford  had  an  excellent  season  from  what  might  be  termed  a  pro- 
fessional standpoint.  The  Model  A  was  unquestionably  a  success 
with  the  general  public,  so  much  a  success  that  Ford  seemed  almost 
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certain  to  regain  his  lost  leadership  in  1929.  But  the  arrival  of  the 
Model  A  was  much  more  costly  to  the  Ford  Motor  Company  than 
had  been  the  departure  of  the  Model  T.  Ford  showed  a  1928  deficit 
of  $72,000,000,  against  a  1927  deficit  of  $43,000,000.  However,  he 
turned  out  850,000  automobiles,  of  which  about  600,000  were  made 
in  the  second  half  of  the  year.  Even  with  this  output  his  passenger- 
car  sales  in  the  United  States  (498,000  cars)  did  not  come  anywhere 
near  equaHng  his  orders  on  hand  at  the  beginning  of  the  year. 

At  the  very  close  of  the  1928  season  the  Chevrolet  announced  that 
its  1929  cars  would  be  six-cylinder  models,  with  no  advance  on  the 
price  for  which  the  Chevrolet  Fours  had  sold  in  1928.  Willys  had 
brought  the  six  under  $700;  now  Knudsen  was  bringing  it  under 
$600.  On  the  other  hand,  the  constant  lowering  of  six-cylinder  prices 
had  taken  most  of  the  glamour  out  of  the  six-cylinder  car;  the 
motorist  now  realized  that  the  six,  as  such,  was  not  necessarily 
superior.  The  Chevrolet  had  once  more  a  talking-point  against  the 
lower  price  of  the  Ford,  but  the  Model  A  was  just  picking  up  mo- 
mentum and  Ford's  production  problem  had  been  finally  solved. 

Willys's  volume  sales  came  up  to  all  reasonable  expectations,  as 
Willys-Overland  sold  314,000  cars  in  the  1928  season — about  100,000 
cars  over  its  best  previous  output  and  about  140,000  cars  over  its 
output  for  1927.  Even  with  the  price  raise  in  the  second  half  of  the 
year,  however,  the  profit  margin  was  very  small,  as  Willys  made  a 
little  less  money  in  1928  than  in  1927.  The  exact  figures  were  $6,382,- 
000,  and  $6,424,000.  The  profit  margin  was  so  small — it  was  about 
$20  a  car — that  it  would  hardly  stand  any  appreciable  decline  in 
volume,  and  with  the  Model  A,  to  say  nothing  of  the  six-cylinder 
Chevrolet,  almost  certain  to  cut  down  the  Whippet  Four  sales  in 
1929,  the  outlook  was  not  too  promising.  Still,  Willys  had  been  after 
volume,  and  volume  he  had  undeniably  achieved. 

The  nine  major  independents — Chrysler  and  Dodge  now  being 
one — made  $121,900,000  in  1928,  against  $105,700,000  in  1927.  The 
increases,  however,  were  entirely  among  the  companies  that  had 
stayed  out  of  the  under-$  1,000  field.  The  Packard  improvement  has 
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already  been  noted.  The  Hupmobile  made  $8,700,000,  which  was 
more  than  twice  as  much  as  it  had  ever  made  before,  and  Reo  and 
Studebaker  showed  smaller  gains.  Studebaker  was  not  intentionally 
out  of  the  under-$ij000  field,  but  the  Erskine  was  hardly  more  than 
a  technical  participant  in  the  medium-price  class.  Graham-Paige 
showed  the  most  remarkable  volume  increase,  selling  70,000  cars, 
against  21,000  in  1927,  but  this  record  was  largely  the  result  of  the 
new  broom  sweeping  clean.  The  Grahams  also  made  $1,055,000, 
against  a  $4,643,000  deficit  in  the  last  year  of  the  Paige-Jewett  car. 

Meanwhile,  Chrysler,  Hudson,  and  Nash  were  o£F  a  little  from 
their  1927  profits,  Chrysler  Corporation,  with  Dodge  included,  mak- 
ing $30,900,000,  against  $34,200,000  for  Chrysler  and  Dodge  the  year 
before.  Durant,  Pierce-Arrow,  Peerless,  and  Chandler  had  1928  defi- 
cits, but  they  had  also  lost  money  in  1927.  In  December,  1928,  the 
Chandler  was  sold  to  Hupp,  but  although  Hupp  made  use  of  the 
Chandler  factory,  it  did  not  turn  out  any  Chandler  cars. 

The  industry  as  a  whole  made  $326,000,000,  counting  the  Ford 
deficit  and  $398,000,000  on  a  non-Ford  basis.  In  1927  it  had  made 
$297,000,000  with  Ford  and  $340,000,000  without  him.  The  non-Ford 
increase  was  $58,000,000,  of  which,  however.  General  Motors  got 
$41,000,000.  The  independents,  however,  sold  about  1,570,000  cars, 
an  increase  of  275,000  cars  over  1927.  In  the  U.S.  passenger-car  field, 
the  independents  sold  nearly  as  many  cars  as  General  Motors  and 
nearly  three  times  as  many  as  Ford.  The  independents  had  few 
trucks  and  only  a  small  export  trade.  The  independent  portion  of 
the  industry  was  still  thriving  (although  it  was  considerably  below 
its  1925  earnings),  and  in  spite  of  the  remarkable  growth  of  General 
Motors  there  still  appeared  to  be  enough  room  for  everybody — as 
long  as  prosperity  stayed  on. 

In  1929  the  prosperity  of  the  1920's  flared  up  in  a  final  outburst  of 
production.  The  value  of  all  manufactured  goods,  which  had  been 
in  the  neighborhood  of  $60,000,000,000  a  year  through  the  later 
1920's,  rose  to  $67,000,000,000.  The  net  income  of  all  corporations 
rose  from  $8,226,000,000  in  1928  to  $8,736,000,000  in  1929.  The  auto- 
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mobile  industry  showed  a  similar  spurt  in  the  last  stage  of  the  boom 
period,  making  5,651,000  cars  and  trucks,  against  4,599,000  in  1928. 
The  profits  of  the  industry  as  a  whole  also  showed  a  large  increase, 
the  net  income  passing  the  $400,000,000  mark  for  the  first — and  thus 
far  the  last — time  in  automobile  history. 

Yet  the  increase  in  output  and  the  increase  in  profit  resulted  solely 
from  the  operations  of  the  Ford  Motor  Company.  In  1929,  Ford 
turned  out  1,951,000  cars  and  trucks — virtually  as  many  automobiles 
as  he  had  made  in  his  1923-25  period.  His  increase  over  1928 
amounted  to  1,133,000  cars  and  trucks.  As  the  increase  in  the  entire 
industry,  including  Ford,  came  to  1,052,000  cars  and  trucks,  it  fol- 
lows that  the  non-Ford  section  of  the  industry  made  81,000  fewer 
automobiles  in  1929  than  it  had  made  in  1928.  The  actual  output  of 
the  industry,  Ford  excluded,  was  3,781,000  cars  and  trucks  in  1928 
and  3,700,000  cars  and  trucks  in  1929. 

With  respect  to  profits,  the  Ford  influence  was  even  more  de- 
cisive. After  losing  $70,000,000  in  1928,  Ford  made  $92,000,000  in 
1929.  Counting  the  big  Ford  profit,  the  industry  made  $417,000,000 
in  1929.  Counting  the  big  Ford  loss,  the  industry  had  made  $325,- 
000,000  in  1928.  But,  aside  from  the  Ford  Motor  Company,  the  only 
major  profit  increase  in  1929  came  from  the  Packard  company,  and 
Packard  had  a  fiscal  year  which  ended  August  31  and  so  did  not 
reflect  the  final  months  of  1929.  General  Motors  had  a  $28,000,000 
dechne  in  profit;  the  nine  major  independents  (including  Packard) 
had  a  $35,000,000  decline;  profits  for  the  non-Ford  section  of  the 
industry  were  off  by  $63,000,000  from  their  1928  top.  It  is  desirable 
to  make  these  points  about  the  Ford  dominance  in  1929  production 
and  profit  before  discussing  the  year  as  a  whole,  for  otherwise  the 
astonishing  outputs  in  the  first  half  of  the  year  convey  the  mislead- 
ing impression  that  every  manufacturer  was  establishing  new  stand- 
ards of  output  and  income. 

The  big  Ford  output  dated  from  the  first  month  of  the  year.  Ford 
making  132,000  automobiles  in  January,  against  125,000  for  the 
Chevrolet  and  399,000  for  the  entire  industry.  But  Ford  was  just 
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getting  started.  In  February  he  raised  his  prices  to  $525  for  the 
coupe  (against  $495),  but  after  a  125,000  car  output  in  February 
went  to  182,000  in  March. 

The  total  output  of  the  industry  for  March  was  594,000  automo- 
biles— a  figure  widely  hailed  as  a  new  all-time  monthly  high,  by  a 
margin  of  more  than  100,000  cars.  But  the  non-Ford  portion  of  the 
industry  showed  almost  no  increase,  having  produced  396,000  auto- 
mobiles in  March,  1928,  against  412,000  in  March,  1929.  In  April  the 
industry  hit  what  is  still  its  all-time  monthly  high  with  an  output  of 
633,000  cars,  and  practically  duplicated  this  in  May  with  624,000 
cars.  Ford,  however,  made  182,000  cars  in  April  and  200,000  cars  in 
May. 

For  the  first  five  months  of  1929,  the  industry  had  a  total  output 
of  2,719,000  automobiles,  against  1,854,000  in  the  same  months  of 

1928.  For  the  period,  the  output  was  965,000  automobiles  over  the 
corresponding  1928  figure — an  increase  of  practically  50  per  cent. 

But  Ford  made  829,000  cars  in  the  first  five  months  of  1928, 
against  155,000  in  the  first  five  months  of  1928,  an  increase  of  674,000 
automobiles.  The  rest  of  the  industry  was  about  300,000  cars  ahead 
of  its  1928  output,  which  to  be  sure  was  a  substantial  increase,  al- 
though hardly  enough  to  justify  the  tremendous  reception  given  to 
the  monthly-output  reports.  If  the  industry  continued  to  maintain 
its  early  gains  over  1928,  it  would  produce  about  7,000,000  cars  in 

1929.  Since  the  automobile  dealer  was  already  handling  a  larger 
number  of  used  cars  than  of  new  cars,  the  sale  of  7,000,000  new  cars 
in  1929  would  require  the  sale  of  at  least  8,000,000  used  cars,  or  15,- 
000,000  cars  in  all.  No  matter  how  many  chickens  there  might  be  in 
every  pot,  there  was  nothing  to  indicate  that  the  American  people 
could  buy  15,000,000  automobiles  in  any  year  under  any  circum- 
stances. 

Indeed,  even  as  early  as  May,  1929,  the  dealers  were  finding  it  very 
difficult  to  get  rid  of  the  cars  that  the  manufacturers  sent  them.  The 
figures  that  have  been  quoted  are  factory  output  figures,  not  retail 
sales  figures.  The  output  figures  were  considerably  over  the  sales 
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figures,  but  this  situation  was  not  unusual  in  the  spring.  The  auto 
manufacturer  commonly  hit  his  peak  output  in  March  and  April 
and  then  subsided  a  little  while  the  dealer  worked  off  the  cars.  If 
the  dealer  sales  were  high  in  May  and  June,  the  manufacturer 
headed  for  another  production  peak  in  August  and  September,  then 
tapered  off  for  the  rest  of  the  year  while  the  dealer  got  rid  of  the 
early  fall  production. 

But  in  May  of  1929  dealer  sales,  especially  in  the  Southwest  and 
on  the  Pacific  Coast,  were  running  so  far  below  output  that  a  reduc- 
tion of  output  was  plainly  indicated.  General  Motors,  which  was 
unusually  sensitive  to  the  evil  of  overstocking  dealers,  held  its  fac- 
tory output  reasonably  close  to  its  dealer  sales.^  But  the  industry  as 
a  whole  was  too  intoxicated  with  prosperity  psychology  to  observe 
the  warning  signals  of  what  were  politely  termed  "spotty"  sales.  In 
May,  poor  sales  were  attributed  to  bad  weather,  the  argument  being 
that  a  late  spring  had  retarded  automobile  distribution.  In  June,  the 
trade  press  was  full  of  references  to  continued  bad  weather,  and 
even  in  July  "prolonged"  bad  weather  was  still  cited  as  a  factor  in 
unsatisfactory  sales. 

By  this  time,  however,  even  the  manufacturer  was  beginning  to 
realize  that  the  temperature  was  not  the  major  problem,  although 
the  statement  that  there  was  no  cause  for  alarm  was  constantly  re- 
iterated. Sloan,  of  General  Motors,  pointed  out  that  there  were  7,- 
000,000  automobiles  registered  in  foreign  countries  and  that  the 
export  demand  was  extremely  high.  Automotive  Industries  said  that 
the  passage  of  a  farm  relief  bill  would  be  a  great  help — a  suggestion 
which,  while  indeed  excellent,  seems  hardly  in  keeping  with  the 
spirit  of  1929.  Dr.  Julius  Klein,  Assistant  Secretary  of  Commerce, 
made  a  radio  broadcast  in  which  he  said  that  the  automobile  market 
in  Morocco  was  splendid.  And  E.  J.  Kulas,  president  of  the  Midland 
Steel  Products  Company,  said  that  after  January  i,  1930,  Midland 
would  make  steel  for  automobile  use  exclusively. 


^General  Motors,  alone  among  automobile  manufacturers,  published  a  monthly 
record  of  factory  sales  to  dealers  and  of  dealers'  sales  to  the  public.  No  other  manu- 
facturer permitted  such  a  comparison. 
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The  industry  appeared  to  be  more  worried  about  the  possibiUty  of 
price  cuts  than  about  the  p>ossibly  o£  a  major  overproduction  of  cars. 
Again  and  again  it  was  pointed  out  that  "price  stabiHty"  was  the 
foundation  of  prosperity,  and  when  Edward  Jordan  said  that  any 
price  revisions  would  be  up,  not  down,  he  drew  a  big  cheer  in  the 
trade  press.  Meanwhile,  production  continued  to  be  extremely  high, 
although  Ford  was  making  an  even  larger  percentage  of  the  total 
output.  The  following  table  shows  the  industry  output,  the  Ford 
output,  and  the  non-Ford  output  for  June,  July  and  August: 

Automobile  Production  June- August  1929 

Industry  Ford  Non-Ford 

June    536,000  215,000  321,000 

July    507,000  180,000  327,000 

August    516,000  205,000  311,000 

By  August,  the  non-Ford  section  of  the  industry  was  running  far 
under  its  1928  output  (by  a  margin  of  110,000  cars  in  August  itself), 
while  Ford  was  still  practically  at  his  peak.  In  September,  the  in- 
dustry, Ford  and  all,  dropped  a  little  under  its  1928  production,  and 
in  October  there  was  a  comparatively  mild  output  of  400,000  cars,  of 
which  Ford  contributed  177,000. 

By  the  end  of  October,  the  party  was  definitely  over.  On  Oct.  26 
the  New  York  Stock  Market — after  a  six  weeks'  period  in  which  a 
growing  conviction  of  sin  had  evidently  been  stealing  upon  it — 
finally  exploded  with  a  tremendous  crash.  In  November  the  automo- 
bile output  dropped  to  217,000  cars,  and  only  119,000  were  produced 
in  December.  December  was  always  a  low-output  month,  but  De- 
cember, 1929,  produced  less  than  half  as  many  cars  as  December, 
1928,  and  was  the  poorest  December  since  1921. 

The  events  of  1929  are  found  almost  entirely  in  the  outputs  of 
1929;  with  the  notable  exception  of  the  tremendous  Ford  comeback 
there  were  few  particularly  significant  happenings  in  the  way  of 
new  cars,  new  prices,  new  individual  developments.  Since  the  Re- 
publicans won  the  presidential  election,  Willys  was  sure  of  a  diplo- 
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matic  job,  and  although  he  did  not  actually  get  it  until  early  in  1930 
— when  his  appointment  as  Ambassador  to  Poland  was  announced — 
he  made  his  preparations  for  departure  in  1929.  His  chief  prepara- 
tion was  the  sale  of  his  very  large  Willys-Overland  holdings  at  the 
very  top  of  the  1929  market — an  extraordinarily  fruitful  by-product 
of  his  new  job.  In  July  a  syndicate,  headed  by  Field,  Glore  &  Com- 
pany of  Chicago  and  George  M.  Jones  of  Toledo,  paid  Willys  some 
$25,000,000  for  his  common  stock — about  780,000  shares — of  Willys- 
Overland.  It  was  the  same  stock  which  Jones,  Miniger,  and  other 
friends  of  Willys  had  rescued  for  him  in  1923  and  had  allowed  him 
to  repurchase  at  $12  a  share  (see  page  156).  Now  they  were  paying 
$32  a  share  for  it,  which,  however,  was  about  the  prevaiUng  market 
price  when  the  deal  was  made.  The  stock  carried  with  it  practical 
control  of  Willys-Overland  (it  was  still  about  one-third  of  the  voting 
shares);  besides,  Field,  Glore  and  their  associates  were  said  to  be 
planning  to  run  a  pool  in  Willys-Overland  stock,  and  the  possession 
of  a  large  block  of  a  relatively  small  issue  was  of  course  very  de- 
sirable from  a  manipulative  standpoint.  When  Willys  came  back 
from  Poland  a  few  years  later,  the  stock  was  quoted  at  $1.13  a  share, 
a  figure  which  was  no  doubt  quite  as  shocking  to  Willys  as  to  Field, 
Glore  and  Jones. 

In  August,  1929,  Willys  became  Willys-Overland  chairman  and 
Linwood  A.  Miller,  who  for  several  years  had  been  the  company's 
first  vice-president,  took  the  presidency.  Miller  was  to  have  a  very 
unhappy  administration,  as  the  company  began  to  report  appalling 
deficits  from  the  moment  he  took  it  over.  But  it  is  doubtful  whether 
Willys  would  have  done  any  better.  Even  the  Willys-Overland  1929 
report  showed  a  deficit  of  $4,979,000,  output  having  declined  from 
314,000  cars  in  1928  to  257,000  in  1929.  The  deficit  was,  however, 
largely  a  matter  of  bookkeeping.  The  company  made  an  operating 
profit  of  about  $4,000,000,  but  Miller,  no  doubt  in  a  house-cleaning 
mood,  charged  his  earnings  with  a  $2,500,000  write-off  of  tools,  dies, 
jigs,  and  other  equipment  and  with  a  $2,000,000  reserve  set  up  for 
possible  losses  in  accounts  receivable.  However,  it  could  not  be  said 
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that  Willys-Overland  was  in  a  healthy  condition  when  Willys  left  it, 
and  any  further  sales  contraction  would  almost  certainly  result  in  a 
heavy  loss. 

A  new  executive  group  also  took  over  at  Durant  Motors,  with 
Frederick  Haynes  becoming  president  and  several  other  former 
Dodge  officers  assisting  him.  But  nothing  much  could  be  done  about 
Durant  Motors,  which  had  reported  a  deficit  in  every  year  since 
1925.  In  January,  Durant  announced  that  he  would  "reimburse"  in- 
vestors in  Star  Motors,  Durant  of  Indiana,  and  several  other  Durant 
operating  subsidiaries.  He  said  that  much  of  the  stock  had  been 
bought  "through  a  misunderstanding."  The  "reimbursement" 
would  be  made  out  of  Durant's  stock-market  profits.  After  this 
peculiar  announcement,  Durant  went  to  Europe.  He  returned  in 
June  and  issued  an  attack  on  the  Federal  Reserve  system  for  its  be- 
lated and  not  very  strenuous  attempts  at  halting  the  bull  market  in 
the  spring  of  1929.  In  May  the  new  Durant  management  reported 
that  Durant  Motors  had  a  consolidated  net  deficit  of  $12,824,000  and 
had  lost  $928,000  in  1928. 

The  auto  manufacturers  kept  their  prices  "stable"  until  after  the 
break  in  the  market.  In  November,  Ford  cut  his  coupe  from  $525  to 
$490  and  his  two-door  sedan  from  $525  to  $520.  In  December,  he 
increased  his  minimum  wage  from  $6  to  $7  a  day.  But  these  con- 
structive measures  were  not  followed  by  the  other  companies. 
Erskine,  indeed,  responded  to  the  Ford  cut  by  increasing  Studebaker 
prices  from  $10  to  $100,  marking  the  Dictator  sedan  up  $70  to  $1,165. 
Miller,  the  new  Willys-Overland  manager,  said  that  the  Studebaker 
price  increases  would  stimulate  the  morale  of  the  industry  and  added 
that  if  output  in  1930  should  be  no  greater  than  it  had  been  in  1928, 
the  result  would  be  "wholesome  and  stabiHzing."  In  a  year-end  sum- 
mary. Automotive  Industries  said  that  the  "outstanding  favorable 
factor"  in  the  situation  was  that  no  one  had  imitated  the  price  cut 
in  the  Ford  car. 

Although  the  non-Ford  section  of  the  industry  turned  out  approxi- 
mately as  many  automobiles  in  1929  as  in  1928,  profits  were  subject 
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to  a  very  considerable  decline.  Graham-Paige  followed  Willys-Over- 
land into  the  deficit  class  with  a  loss  of  $1,463,000;  the  Chrysler  net 
was  off  to  $21,902,000  (a  decline  of  $10,000,000);  Reo  made  only 
$1,073,000  in  1929,  against  $5,083,000  in  1928,  and  Hupmobile  was 
off  to  $3,407,000  from  $8,790,000.  Hudson,  Nash,  and  Studebaker 
kept  close  to  their  1928  figures;  the  Packard  increase  and  the  Packard 
fiscal  year  have  already  been  mentioned. 

General  Motors  turned  out  1,899,000  automobiles  in  1929  against 
1,850,000  in  1928.  The  Chevrolet  Six  was  no  match  for  the  Model  A, 
although  the  Chevrolet  produced  1,333,000  cars,  nearly  150,000  more 
than  it  had  produced  in  1928.  There  was,  however,  a  sharp  slump 
in  both  Pontiac  and  Buick  production — a  slump  which  was  reflected 
in  a  $28,000,000  decrease  in  General  Motors  profits  for  the  year. 
However,  the  big  company  still  turned  in  a  net  income  of  $248,282,- 
000.  Thus  the  three-year  average  of  General  Motors  remained  safely 
over  the  mark  of  $250,000,000  a  year.  In  April,  1929,  General  Motors 
invested  $32,000,000  in  the  Opel  company,  which  was  making  about 
45  per  cent  of  the  German  automobile  output. 

Ford  had  his  best  profit  year  since  1924  and  one  of  the  best  years 
in  his  long  career.  Like  General  Motors,  he  was  engaged  in  a  pro- 
gram of  foreign  expansion.  In  January,  Edsel  Ford  broke  the  first 
sod  at  Dagenham,  England  (about  ten  miles  east  of  London),  where 
the  newly  organized  Ford  of  Britain  planned  to  produce  200,000  cars 
a  year.  Ford  also  organized  a  German  company  in  which  I.  G.  Far- 
benindustrie  (the  German  "chemical  trust")  took  the  entire  non- 
Ford  interest  of  40  per  cent.  Edsel  Ford  went  on  the  board  of  the 
I.G.F.  and  Carl  Bosch  became  a  director  of  the  German  Ford. 

The  General  Motors  investment  in  Opel  (and  General  Motors' 
previous  investment  in  Vauxhall,  Ltd.,  British  automobile  producer) 
and  Ford's  European  companies  were  examples  of  the  American 
manufacturer's  strenuous  efforts  to  develop  his  foreign  trade.  In 
1929,  there  were  997,000  foreign  sales  of  U.S.  automobiles,  so  that 
about  18  per  cent  of  the  total  production,  or  a  little  less  than  one  car 
out  of  five,  was  sold  abroad.  But  the  export  market  blew  up  at  the 
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same  time,  and  for  much  the  same  reasons  as  the  domestic  market 
had.  So  automobile  exports  failed  to  reach  their  major  purpose,  which 
was  to  provide  for  that  portion  of  the  U.S.  output  of  cars  which  the 
home  market  could  not  absorb. 

The  following  tables  show  the  1925  and  the  1929  net  incomes  of 
the  leading  automobile  producers : 

Automobile  Production  1925  and  1929 

Net  Income  ig2^  Net  Income  igig 

General  Motors    $116,016,000  $248,282,000 

Ford    80,000,000  92,000,000 

Dodge    28,698,000 

Hudson    21,678,000  11,594,000 

Chrysler     17,126,000  21,902,000 

Studebaker    16,619,000  11,928,000 

Nash    16,256,000  18,013,000 

Packard    12,191,000  25,183,000 

Willys-Overland   11,422,000  — 4,979,000 

Reo     5,422,000  1,073,000 

Hupmobile    3,862,000  3,469,000 

Paige    2,436,000  — 1,463,000 

Total    $331,726,000  $437,002,000 

The  twelve  companies  made  $85,000,000  more  in  1929  than  in 
1925.  But  the  General  Motors  increase  was  $132,000,000,  so  the  re- 
maining companies  made  $47,000,000  less  in  1929  than  in  1925.  There 
was  only  a  $2,000,000  difference  between  the  two  Ford  years.  But 
the  ten  independents  showed  a  profit  decline  of  $49,000,000.  The 
1929  Chrysler  Corporation  made  $24,000,000  less  than  the  1925 
Dodge-plus-Chrysler  corporations.  Hudson's  1929  profit  was  about 
one-half  its  1925  profit.  Studebaker's  profit  was  off  by  $4,691,000. 
Nash  was  a  little  better  in  1929,  and  Packard  was  very  much  better, 
but  (as  has  already  been  noted)  Packard  was  not  reporting  a  cal- 
endar year.  Hupmobile  was  not  very  much  off,  but  Reo  was  down 
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to  less  than  one-fifth  of  its  1929  earnings.  The  Willys-Overland  and 
the  Paige  deficits  have  already  been  mentioned. 

It  was  characteristic  of  the  1920's  that  as  more  money  v^^as  made, 
fewer  corporations  were  making  it.  This  profit  concentration  held 
good  not  only  in  the  automobile  industry  but  in  other  industries 
and,  as  the  author  has  tried  to  show  in  a  previous  book,*  in  indus- 
try as  a  whole.  The  1929  automobile  industry  made  nearly  $100,- 
000,000  more  in  1929  than  in  1925  and  produced  about  1,200,000 
more  cars.  But,  except  for  General  Motors  and  Ford,  the  industry 
showed  a  great  decHne  in  earning  power  and  a  great  variation  in 
the  records  of  individual  companies.  Whether  the  process  was 
called  stabilization  or  centralization  or  monopolization  did  not 
make  any  difference;  the  results  were  the  same.  The  creation  of 
wealth  was  proceeding  so  much  more  rapidly  than  the  distribution 
of  wealth  that  the  output  of  the  producer  was  becoming  too  great 
for  the  income  of  the  purchaser.  And  as  a  greater  proportion  of  the 
total  output  became  concentrated  in  fewer  corporate  hands,  a  few 
corporation  executives  found  themselves  possessed  of  great  economic 
power  with  no  corresponding  sense  of  social  responsibility. 

By  the  close  of  1929  there  were  23,121,000  passenger  cars  and  3,- 
379,000  trucks  in  operation  in  the  United  States ;  a  total  of  26,500,000 
registrations.  At  the  close  of  1919  there  had  been  6,771,000  (pas- 
senger-car) registrations,  so  that  during  the  ten  years  16,350,000 
cars  had  been  added  to  the  automobile  census.  In  ten  years,  the  auto- 
makers had  taken  in  $22,000,000,000,  which  meant  that  the  public, 
at  retail,  had  spent  nearly  $30,000,000,000  on  (new)  automobiles. 

With  about  three  families  out  of  four  already  supplied  with  au- 
tomobiles, the  accent  on  salesmanship  was  becoming  even  more 
pronounced.  Installment  sales  were  no  greater  than  they  had  been 
earlier  in  the  decade;  less  than  two-thirds  of  the  new  cars  were  sold 
on  time  payments.  But  the  trade-in  percentage  had  risen  until  more 
than  four  out  of  five  new-car  sales  involved  a  trade-in  and  consc- 
quendy  an  addition  to  the  supply  of  new  cars.  Furthermore,  the 
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dealer  was  now  being  burdened  with  the  trade-in  on  the  trade-in; 
that  is,  with  the  man  who,  buying  a  used  car,  traded  his  used  car 
in  as  part  of  the  purchase. 

By  the  final  weeks  of  1929,  however,  the  auto-makers  had  ceased 
to  worry  about  the  saturation  point.  The  delicate  equilibrium  be- 
tween new-car  production  on  the  one  hand  and  trade-ins,  and  on 
the  other,  installment  sales,  exports,  and  scrapped  cars,  had  been 
irrevocably  upset.  For  all  calculations  had  depended  upon  a  steadily 
increasing  consumer  purchasing  power;  that  is,  upon  the  continu- 
ance of  the  prosperity  of  the  period  and  the  resulting  ability  and 
willingness  of  the  public  to  buy.  But  by  mid-1929  the  prosperity  of 
the  1920's  was  over,  and  at  no  time  in  the  1930's  was  a  similar  pros- 
perity to  return. 


lit 


The  Vanishing  Customer  1930-1933 


AT  THE  beginning  o£  1930,  industry  as  a  whole  was  not  cer- 
^  tain  whether  it  had  sprained  its  ankle  or  broken  its  neck.  Pro- 
fessional diagnosticians,  both  political  and  economic,  commonly  en- 
dorsed the  sprained-ankle  theory.  The  usual  New  Year's  forecasts 
were,  as  usual,  optimistic.  They  stressed  the  point  that  in  spite  of 
what  had  happened  on  the  New  York  Stock  Market,  American 
industry  as  a  whole  was  fundamentally  sound.  Nevertheless,  there 
remained  at  least  the  suspicion  that  the  Wall  Street  hurricane  had 
been  more  than  a  local  disturbance,  and  business  went  into  1930 
in  a  distinctly  apprehensive  state. 

The  1930  automobile  season  opened  with  unfavorable  symptoms, 
although  it  was  not  without  many  carry-overs  from  the  previous 
year.  General  Motors,  for  example,  came  out  with  a  sixteen- 
cylinder  Cadillac,  planned  during  the  prosperity  era.  It  was  the  only 
sixteen-cylinder  stock  model  in  existence,  with  a  price  range  of  from 
$5,350  to  $9,500.  There  were  also  several  new  eight-cylinder  cars, 
including  a  Hudson,  a  De  Soto,  a  Dodge,  and  a  Willys-Overland, 
while  Pierce-Arrow  had  dropped  its  sixes  entirely  and  was  building 
nothing  but  eights. 

Signs  of  unfavorable  times,  however,  were  more  numerous.  Only 
46  car  exhibitors  were  on  hand  for  the  1930  automobile  show, 
against  53  in  1929  and  87  in  1921.  Even  during  the  prosperity  period, 
the  number  of  car  manufacturers  had  declined  by  almost  one-half. 
Several  of  the  higher-priced,  low-volume  cars,  including  the  Stutz, 
the  Moon,  and  the  Gardner,  were  in  financial  difficulties,  and  in 
April  a  voting  trust  took  control  at  Reo. 

A  mixed  price  movement  reflected  the  uncertainty  of  the  in- 
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dustry.  Prices  were  higher  on  the  Nash,  the  Packard,  the  Essex,  and 
the  Marmon;  the  Studebaker  had  aheady  gone  up;  the  Willys- 
Overland  Eight  was  priced  at  $1,245.  In  the  low-price  field,  how- 
ever, reductions  were  general,  chiefly  because  Ford  had  established 
the  price-cutting  precedent. 

The  1930  Chevrolet  came  out  with  a  coupe  at  $565 — a  reduction 
o£  $30.  The  Whippet  coupe  was  cut  from  $605  to  $555.  Miller  had 
applauded  Studebaker's  price  increase  but  did  not  venture  to  imitate 
it.  The  most  significant  cut,  however,  was  made  by  Chrysler.  In 
March,  1930,  the  Plymouth  coupe  was  cut  from  $655  to  $590  and 
the  sedan  from  $680  to  $610.  At  its  new  price,  the  Plymouth  coupe 
sold  for  only  $25  more  than  the  Chevrolet  coupe,  although  it  was 
still  $90  over  the  Ford.  Chrysler  also  brought  out  a  Chrysler  Six  at 
$795.  The  big  reduction  in  the  Plymouth  was  the  beginning  of 
Chrysler's  attempt  to  bring  the  Plymouth  into  the  really  high- 
volume  low-price  class. 

As  the  year  went  on,  the  signs  of  depression  multiplied  and  the 
echoes  of  1929  diminished.  The  industry  produced  421,000  cars  in 
March  and  432,000  in  May.  Only  a  few  years  ago,  these  records 
would  have  been  considered  excellent.  But  the  automobile  plants 
were  now  geared  to  very  high  volume  and  the  industry  had  become 
dependent  upon  a  production  of  from  500,000  and  600,000  cars  a 
month.  Besides,  total  output  figures,  as  in  1929,  leaned  heavily  on 
Ford  production.  The  Model  A  was  still  being  turned  out  in  large 
numbers,  and  was  accounting  for  about  40  per  cent  of  the  entire 
output. 

Even  the  first  quarter  of  1930  showed  that  the  depression  was 
getting  a  running  start  in  the  automobile  industry.  In  the  first  three 
months  of  1930,  Hupp  made  only  $66,000,  against  $1,500,000  in  the 
first  three  months  of  1929.  Chrysler  was  of?  to  $200,000,  against  $8,- 
800,000  in  the  first  1929  quarter,  and  Willys  lost  $136,000,  against  a 
1929  profit  of  $2,000,000.  Ford  and  General  Motors  continued  to 
make  substantial  profits,  but  the  profits  of  the  independents  were 
rapidly  vanishing  as  sales  continued  to  decline. 
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The  second  half  of  1930  was  much  worse  than  the  first  half.  In 
July,  Durant  Motors  laid  off  half  its  workers,  both  factory  and 
office.  In  August,  Haynes  and  the  other  former  Dodge  executives 
left  Durant.  They  had  not  accomplished  much,  but  their  job  had 
been  almost  impossible.  Durant  was  planning  to  bring  out  an 
American  version  of  the  French  Mathis,  a  small  car  virtually  in  the 
midget  class.  The  first  real  midget,  the  American  Austin,  had  ap- 
peared in  May.  But  it  was  marked  at  the  not  very  diminutive  price 
of  $455  and  aroused  more  ridicule  than  interest.  Late  in  1930, 
Durant 's  loose-jointed  organization  began  to  split  up,  with  Durant 
of  Canada  and  Durant  of  California  breaking  away  from  the  parent 
concern. 

In  September,  the  Bay  City,  Michigan,  plant  of  Murray  Body 
closed  down.  Ford  went  on  a  four-day  week,  although  he  was  still 
making  two-fifths  of  all  the  cars.  Chrysler  cut  salaries  10  per  cent. 
General  Motors  dropped  the  Marquette,  which  had  come  out  only 
the  year  before  as  a  running  mate  for  the  Buick.  Packard  and  Essex 
reversed  their  price  policies,  the  Packard  Sixes  being  cut  $400  and 
the  Essex  coming  down  to  $650.  Chrysler  took  $100  off  the  Dodge, 
selling  a  Dodge  Six  coupe  at  $735.  But  sales,  by  this  time  very  low, 
were  falling  fast.  The  October  output  was  175,000  cars,  of  which 
Ford  made  78,000.  In  December,  the  Chevrolet  was  operating  a 
thirty-two  hour  week  to  spread  the  work  and  preserve  employment. 

The  year  closed  in  a  gloomy  atmosphere,  which  was  not  bright- 
ened when  production  records  were  published  and  was  considerably 
intensified  as  earnings  statements  began  to  straggle  in.  The  total 
output  for  1930  was  3,509,000  cars  and  trucks.  This  was  a  decline  of 
2,100,000  units  from  the  5,621,000  cars  and  trucks  produced  in  1930. 
The  passenger-car  output  of  2,906,000  cars  was  the  lowest  for  any 
year  since  1922. 

Ford  had  the  best  year  of  anyone  in  the  industry,  with  a  world 
output  of  about  1,500,000  cars  and  trucks.  He  was  about  450,000 
units  under  his  1929  production,  but  he  sold  nearly  1,100,000  pas- 
senger cars  in  the  United  States.  The  Ford  not  only  left  die  Chevro- 
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let  in  the  remote  distance,  but  its  record  was  300,000  more  cars  than 
the  entire  General  Motors  line.  In  1930,  Ford's  profit  also  held  up 
remarkably  well.  He  made  $41,700,000,  which  was  substantially 
more  than  half  his  1929  net  income.  The  Model  A,  now  three 
years  old,  had  led  the  industry  for  two  consecutive  years.  Ford  had 
also  made  a  little  more  money  in  1929  and  1930  than  he  had  lost  in 
1927  and  1928. 

General  Motors  had  a  miserable  year  from  a  production  stand- 
point. It  made  only  1,200,000  cars  and  trucks,  against  1,900,000  the 
year  before.  The  Chevrolet  was  off  from  1,333,000  to  863,000,  and 
the  Pontiac  from  190,000  to  70,000.  The  Buick,  in  spite  of  its  rela- 
tively high  price,  was  much  more  resistant  to  depression,  sales  being 
121,000  in  1930,  against  167,000  in  1929. 

Yet  1930  also  demonstrated  the  inherently  strong  earning  power 
of  General  Motors.  Even  with  a  sales  decline  of  700,000  cars,  the 
company  made  $141,616,000  on  the  year.  Both  Ford  and  General 
Motors  showed  that  a  large  decline  from  a  sufficiently  large  volume 
need  not  be  disastrous  from  a  profit  standpoint.  On  about  75  per 
cent  of  his  1929  volume.  Ford  made  about  53  per  cent  of  his  1929 
profit.  On  about  63  per  cent  of  its  1929  volume.  General  Motors 
made  about  56  per  cent  of  its  1929  profit.  But  both  companies  started 
down  from  a  volume  of  nearly  2,000,000  cars. 

Even  the  largest  independents,  however,  were  very  much  less 
able  to  retain  profits  while  losing  sales.  Chrysler,  for  instance,  sold 
267,000  cars  in  1930.  This  was  a  very  respectable  volume;  indeed,  it 
was  about  two-fifths  of  the  entire  output  of  the  independents.  As 
Chrysler  had  sold  450,000  cars  in  1929,  he  was  ofl  about  200,000  cars 
on  the  year.  Yet  he  sold  6  cars  in  1930  for  every  10  sold  in  1929.  In 
1930,  therefore,  he  had  60  per  cent  of  his  1929  volume. 

But  after  making  $21,902,000  in  1929,  Chrysler  made  only  $234,000 
in  1930.  His  1930  profit  was  about  i  per  cent  of  his  1929  profit;  in 
any  larger  sense,  he  had  no  1930  earnings  left  at  all.  He  made  fewer 
dollars  than  he  made  automobiles— a  net  of  $234,000  on  267,000  cars 
coming  to  a  profit  of  89  cents  per  car.  To  be  sure,  Chrysler  was  still 
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paying  about  $3,000,000  a  year  interest  on  the  Dodge  bonds  (some 
of  which  had  been  retired)  and  had  a  larger  depreciation  item  than 
any  other  company  except  General  Motors  and  Ford.  But  the  Chrys- 
ler record  in  1930  demonstrated  the  fragility  of  automobile  profits. 
For  every  company  there  was  a  certain  critical  volume  below  which 
no  earnings  could  be  made. 

Some  of  the  manufacturers  fell  considerably  below  this  volume 
even  in  the  first  year  of  the  depression.  At  Willys-Overland,  Miller 
sold  only  80,000  cars,  against  257,000  the  year  before.  The  Whippet 
was  not  only  unable  to  stand  up  against  Ford  and  Chevrolet  com- 
petition, but  also  fell  considerably  below  the  Plymouth.  For  the 
193 1  season.  Miller  abandoned  the  Whippets  and  turned  to  a  new 
line  called  the  Willys.  But  Miller  was  not  having  much  luck  with 
his  automobiles  no  matter  what  he  called  them.  The  shift  from  the 
Whippet  to  the  Willys  made  it  necessary  to  write  off  $2,600,000  of 
old  equipment  and  invest  an  unspecified  amount  in  new  machinery. 
With  these  and  other  special  charges,  the  Willys-Overland  deficit 
amounted  to  $7,588,000.  The  company  went  into  1931  with  a  cash 
balance  of  less  than  $4,000,000. 

With  automobile  purchasing  concentrated  on  the  lowest-priced 
cars,  the  old  $75o-to-$  1,000  field  suffered  the  largest  sales  losses  in 
proportion  to  1929  volume.  The  Pontiac  decHne  to  70,000  cars  from 
190,000  has  already  been  mentioned.  A  similar  collapse  in  the  Essex 
drove  Hudson  sales  from  300,000  in  1929  to  113,000  in  1930.  The 
Graham-Paige  dropped  from  77,000  to  33,000.  Hupmobile,  Paige, 
and  Reo  joined  Willys-Overland  in  the  deficit  class,  and  Stude- 
baker's  net  was  down  to  $1,540,000.  The  only  considerable  earning 
power  among  the  independents  was  shown  by  Packard  and  Nash. 
Packard,  with  28,000  sales,  had  a  sufficiently  wide  profit  per  car  to 
clear  $9,034,000.  Nash  sales  dropped  from  116,000  to  54,000,  but 
Nash  had  a  remarkable  capacity  for  extracting  a  profit  out  of  almost 
any  situation  and  made  $7,601,000. 

As  a  group,  however,  the  independents  were  already  in  a  bad 
way.  Their  sales  dropped  from  1,415,000  cars  in  1929  to  685,000  in 
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1930 — a  shrinkage  of  more  than  50  per  cent  in  a  single  year.  And 
the  nine  companies  which  had  made  $86,658,000  in  1929  made  only 
$3,264,000  in  1930.  As  a  unit,  therefore,  the  independents  had  lost 
almost  their  entire  earning  power,  although  they  had  averaged 
about  $100,000,000  of  net  increase  a  year  in  the  seven  years  ending 
with  1929.  The  industry  as  a  whole  made  $189,000,000  in  1930, 
against  $416,900,000  in  1929,  but  the  1930  earnings  were  made  al- 
most entirely  by  General  Motors  and  Ford. 

It  is  difficult  to  see  what  the  automobile  manufacturer  could  have 
done  to  avoid  the  sales  decline  which  descended  so  rapidly  upon 
him.  He  had  worked  out  of  the  1921  depression  by  cutting  prices 
and,  with  a  few  conspicuous  exceptions,  he  had  not  cut  prices  very 
materially  in  1930.  But  in  1920,  the  average  retail  price  of  a  car  was 
about  $1,200,  whereas  it  was  only  $830  in  1929.  Furthermore,  the 

1929  cars  were  much  more  costly  to  the  manufacturer,  who  had 
been  improving  his  product  at  the  expense  of  his  profit  margin. 

In  1920,  an  increase  in  volume  almost  automatically  resulted  from 
a  decrease  in  prices.  But  the  depression  which  began  in  1930  had 
not  been  caused  by  high  prices,  and  lower  prices  in  themselves  were 
not  sufficient  to  cure  it.  Even  the  Plymouth,  which  had  the  largest 

1930  price  cut  in  proportion  to  its  cost,  sold  fewer  cars  in  1930  than 
in  1939.  The  sales  of  the  Essex  fell  very  rapidly  in  spite  of  a  price 
cut  in  August  and  another  in  November.  The  manufacturer  hesi- 
tated to  make  substantial  price  cuts  because  he  was  not  at  all  cer- 
tain that  they  would  increase  or  even  maintain  his  volume;  and  the 
combination  of  lower  volume  at  lower  prices  might  well  result  in 
large  losses  on  the  year. 

It  was  also  true  that  the  automobile  manufacturer  did  not  have 
complete  control  of  his  costs.  His  prices  were  conditioned  by  the 
prices  of  the  parts-makers,  and  those  prices  were  condition  by  the 
prices  of  raw  materials,  particularly  of  steel.  The  steel  industry, 
which  for  a  long  time  had  functioned  with  prices  which  were  more 
co-operative  than  competitive,  held  as  closely  as  possible  to  its  boom- 
time  price  structure,  and  let  the  depression  work  itself  out  in  terms 
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of  lower  sales.  The  price  of  steel  was  therefore  a  limiting  factor  in 
any  price  reduction  that  the  automobile  manufacturer  might  have 
contemplated. 

The  great  trouble  with  the  automobile  industry  in  1930  was  a 
lack  of  customers.  Other  industries  had  the  same  difficulty,  but  not 
usually  to  the  same  degree.  The  decline  in  money  spent  on  auto- 
mobiles in  1930  was  very  much  greater  than  the  decHne  in  the 
money  the  public  had  to  spend.  This  discrepancy  was  to  be  ex- 
pected, since  even  the  most  confirmed  automobile  addict  had  to  buy 
food,  shelter,  and  some  irreducible  minimum  of  clothing  before  he 
bought  an  automobile.  But  the  amount  of  the  discrepancy — the  dif- 
ference between  the  decline  in  total  purchasing  power  and  the  de- 
cline in  money  spent  on  automobiles — was  discouragingly  large. 

In  1930,  compared  with  1929,  the  "compensation  of  employees" — 
that  is,  the  sum  of  all  wages  and  all  salaries — dropped  from  about 
$51,000,000,000  to  about  $47,000,000,000.  The  farmer's  cash  income 
fell  from  about  $10,000,000,000  to  about  $8,500,000,000.  The  reduc- 
tion in  these  two  items  was  very  considerable,  yet  the  1930  total  was 
about  92  per  cent  of  the  1929  total.  That  is,  the  workingman  and  the 
farmer  had  about  92  cents  in  1930  income  for  every  dollar  in  1929 
income. 

But  in  very  round  (almost  spherical)  figures,  the  public's  expend- 
iture for  new  automobiles  in  1930  dropped  to  about  $2,000,000,000, 
against  $3,000,000,000  the  year  before.  This  was  a  decline  of  33  per 
cent  in  the  money  spent  on  new  automobiles,  against  an  8  per  cent 
decline  in  the  amount  of  money  that  could  be  spent.  The  auto- 
mobile manufacturer  was  particularly  the  victim  of  the  1930  state 
of  mind — a  state  of  mind  governed  by  anxiety  instead  of  optimism. 
The  inflation  of  the  1920's  had  been  primarily  a  credit  inflation,  and 
a  credit  inflation  is  always  founded  upon  confidence  in  the  future. 
As  has  been  noted,  during  the  1920's  millions  of  persons  traded  in 
automobiles  that  were  one,  two,  or  three  years  old  and  that  were 
still  in  excellent  working  condition.  Their  trade-in  allowances 
covered  the  cash  payment  on  the  new  car,  and  they  did  not  mind 
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meeting  the  remaining  monthly  payments  for  a  year.  But  they  did 
not  feel  the  same  way  in  1930.  An  automobile  is  not,  strictly  speak- 
ing, a  necessity  of  life.  A  new  automobile  is  not  a  necessity  of  life 
even  to  the  confirmed  motorist.  Unemployment  was  rapidly  increas- 
ing. The  old  feeling  of  an  ever  growing  personal  income  had  en- 
tirely disappeared;  even  the  sense  of  being  secure  in  a  job  was  rap- 
idly vanishing. 

There  was  no  spectacular  collapse  in  the  system  of  distributing 
automobiles,  even  in  the  system  of  distributing  automobiles  on 
credit.  Those  who  had  predicted  that  hundreds  of  milHons  of  dol- 
lars of  unpaid  balances  on  installment  cars  would  be  defaulted  if 
"prosperity"  ended  were  shown  to  be  wrong.  Repossessions  on  cars 
sold  on  standard  installments  increased  only  from  2.7  per  cent  in 
1929  to  3.6  per  cent  in  1930.  The  proportion  of  installment  sales  to 
total  sales  was  about  the  same — around  63  per  cent — in  both  years. 

There  was  no  general  failure  in  making  payments,  but  there 
was  a  failure  in  making  purchases — and  in  making  purchases  for 
cash  as  well  as  on  time.  Few  people  needed  a  new  car,  and  in  1930 
few  people  were  buying  things  they  did  not  need.  The  status  of  the 
automobile  as  "durable"  consumer's  goods  had  finally  caught  up 
with  the  automobile  manufacturer.  Even  lower  prices  and  better  au- 
tomobiles were  no  longer  sufficient  to  maintain  sales.  The  difference 
in  the  customers'  point  of  view  was  no  less  real  because  it  was  in- 
tangible. In  1930,  no  feeling  could  have  been  better  founded  than  a 
lack  of  confidence  in  the  future.  But  a  realistic  attitude  toward  the 
prospects  of  tomorrow  and  a  greater  appreciation  of  the  value  of  a 
dollar  made  life  even  more  difficult  for  the  automobile  manufacturer 
than  was  yet  warranted  by  the  actual  decline  in  national  income. 

The  foreign  market  also  failed  the  motorcar  industry  in  its  de- 
pression crisis.  Foreign  sales  dropped  from  997,000  cars  in  1929  to 
557,000  in  1930.  The  ratio  of  loss  in  overseas  business  was  even 
greater  than  that  in  the  domestic  market.  And  every  foreign  country 
with  an  automobile  industry  of  its  own  was  not  only  increasing  its 
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tariffs  but  was  also  beginning  to  put  quota  limitations  on  foreign 
automobiles. 

There  was  one  compensating  factor  in  the  situation,  although  it 
was  not  much  immediate  consolation.  For  the  first  time  in  auto- 
mobile history,  registrations  practically  ceased  to  increase.  There 
had  been  23,121,000  passenger  cars  in  the  United  States  at  the  close 
of  1929.  There  were  only  23,059,000  at  the  close  of  1930.  The  40,000 
car  increase  was  virtually  no  increase,  especially  in  comparison  with 
the  2,000,000  increases  of  previous  years.  It  followed  also  that,  allow- 
ing for  foreign  sales,  nearly  2,500,000  cars  must  have  been  scrapped 
during  1930.  For  the  first  time,  therefore,  the  manufacturer  was  not 
putting  on  the  domestic  market  any  more  cars  than  were  being 
removed  from  it  by  old  age  and  general  debility.  From  such  a  sit- 
uation, a  large  replacement  market  might  eventually  develop.  But 
this  possibility  did  not  greatly  encourage  the  1930  auto-maker,  who 
finished  a  very  bad  season  with  the  anticipation  of  a  very  much 
worse  season  to  come. 

In  1931,  automobile  sales  continued  to  decline  rapidly;  most  of  the 
manufacturers  had  large  deficits  on  the  year;  there  was  never  any 
point  at  which  the  outlook  could  be  described  as  anything  but  bad. 
Nobody  interfered  with  American  business.  Free  enterprise  was 
never  more  kindly  patted  on  the  back.  There  was  no  notable  in- 
crease in  taxation.  The  Hoover  Administration  had  no  dealings 
with  Socialism  in  any  form.  The  President's  position  was  thoroughly 
consistent;  economists  were  almost  unanimously  of  the  opinion  that 
the  way  to  handle  a  depression  was  to  wait  for  it  to  blow  over.  In 
July,  1931,  Hoover  attempted  to  alleviate  the  world  depression  by 
declaring  a  moratorium  on  war  debts.  But  the  moratorium — partly 
because  of  French  resistance  to  it — did  not  have  much  immediate 
effect  on  the  depression  in  Europe  and  did  not  have  any  apparent 
effect  on  the  depression  in  the  United  States.  In  general,  business 
was  allowed  to  follow  the  "American  way"  with  no  hindrance  to  its 
progress.  But  the  undiluted  American  way  was  leading  toward  the 
Bank  Holiday  at  the  end  of  the  road. 
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The  1931  automobile  season  began  with  only  36  manufacturers 
exhibiting  at  the  show.  There  were  several  more  price  cuts,  with  a 
Dodge  Six  at  $815,  a  Graham-Paige  coupe  at  $845,  and  an  Essex  at 
$595.  Ford  cut  his  coupe  from  I495  to  $490,  but  Ford's  $5  price  cuts 
no  longer  had  even  a  moral  effect.  Durant  of  California,  now  inde- 
pendent, was  producing  a  car  called  the  DeVaux — for  Norman  De- 
Vaux,  one-time  Ford  sales  manager.  The  DeVaux  was  priced  at 
$625.  There  was  also  a  Littlemac  midget  (using  the  old  Star  en- 
gine), priced  at  $440. 

The  midgets,  however,  were  proving  dismal  failures.  Shortly 
after  the  appearance  of  the  first  Austins,  a  Bridgeport  service  sta- 
tion man  had  put  out  a  sign  which  read  "Automobiles  Washed, 
fi.oo,  Austins  Dunked,  25  cents."  The  public  did  not  want  dunk- 
able  automobiles  at  any  price,  and  none  of  the  midgets  had  either 
a  long  or  a  prosperous  life. 

In  March,  Studebaker  appointed  Knute  Rockne,  the  Notre  Dame 
football  coach,  manager  of  sales  promotion,  and  prepared  to  re- 
enter the  low-priced  field  with  a  Rockne  car.  Hardly  had  Rockne 
taken  his  new  job,  however,  when  he  was  killed  in  an  airplane  ac- 
cident. The  Rockne  car  eventually  appeared,  but  Erskine  was  still 
not  happy  in  the  small-car  field. 

In  May  the  United  States  Chamber  of  Commerce  attacked  the 
Hawley-Smoot  tarifT,  which  was  rather  an  unkind  action  for  the 
United  States  Chamber  of  Commerce  to  take.  Graham-Paige 
brought  out  an  unfortunately  christened  Prosperity  Six  at  $785. 
Employment  in  automobile  factories  dropped  from  231,000  in  May, 
1930,  to  184,000  in  May,  1931;  the  weekly  pay  roll  had  fallen  from 
$8,144,000  to  $5,501,000.  In  August  the  Ford  plants  shut  down  "in- 
definitely," throwing  75,000  men  out  of  work.  The  Model  A  had 
shown  an  astonishing  loss  of  consumer  appeal  and  was  running 
behind  the  Chevrolet. 

In  July,  Chrysler  took  another  step  toward  developing  Plymouth 
volume  by  cutting  Plymouth  prices,  the  coupe  being  reduced  from 
$590  to  $565.  A  $25  cut  was  a  real  consideration  in  1931,  and  the 
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Plymouths  were  now  selling  at  approximately  the  same  prices  as 
the  Chevrolets.  They  were  $70  over  the  Ford,  but  they  had  picked 
up  nearly  $100  on  Model  A  prices  since  January  i,  1930.  Chrysler 
had  cut  the  prices  on  all  his  1931  cars,  and  his  1931  sales  were  run- 
ning about  equal  to  his  1930  sales.  It  was  in  the  Plymouth,  how- 
ever, that  his  major  effort  was  being  made. 

Nineteen  thirty-one,  like  1930,  got  much  worse  as  it  grew  older. 
The  Jordan  went  into  receivership.  The  Kissel  plant  was  sold  at 
auction.  Three  Toledo  banks  closed,  and  Willys-Overland  was  run- 
ning only  three  days  a  week.  Durant  could  not  pay  his  bills, 
but  got  a  six-month  extension  from  his  creditors.  Only  57,000 
passenger  cars  were  produced  in  October.  In  December,  the 
Studebaker-Rockne  came  out  with  its  lowest  model  at  $585.  In 
December,  also,  the  Ford  Motor  Company  announced  that  in  1932 
it  would  bring  out  an  eight-cylinder  car.  This  news  of  the  eight  was 
interesting  and  important,  but  it  also  meant  that  Ford  was  with- 
drawing the  Model  A.  The  Model  T  had  lasted  for  nineteen  years, 
the  Model  A  was  giving  up  in  its  fourth  year. 

The  total  output  for  1931  was  2,472,000  cars  and  trucks,  includ- 
ing only  2,038,000  passenger  cars.  In  round  figures,  the  passenger- 
car  production  for  the  past  three  years  had  been:  1929,  4,800,000; 

1930,  3,000,000;  193 1,  2,000,000.  Nineteen  thirty-one  was  such  a  bad 
year  that  even  1930  looked  good  in  comparison.  Indeed,  after  the 
decline  in  1930  from  1929,  a  further  reduction  of  1,000,000  passenger 
cars  was  a  catastrophe. 

Ford,  most  resistant  to  depression  in  1930,  was  least  resistant  in 

1931.  The  Model  A  had  swept  the  field  in  1929  and  1930,  but  in  1931 
it  had  gone  into  something  approaching  a  collapse.  From  a  produc- 
tion of  1,485,000  cars  in  1930,  Ford  dropped  to  762,000  in  1931.  As 
a  large  part  of  his  production  was  in  trucks  and  in  foreign  sales, 
his  U.S.  passenger-car  sales  were  down  to  528,000.^  In  1931,  he  lost 
almost  exactly  one-half  his   1930  production,  a  decline  of  more 

^In  1931,  Ford  produced  nearly  150,000  trucks  and  had  an  overseas  production 
of  about  1,000,000  units. 
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than  700,000  cars.  This  reduction,  plus  a  450,000  shrinkage  in  1930, 
was  too  much  for  the  Ford  earning  power.  In  1931,  the  Ford  Motor 
Company  lost  $37,000,000,  after  a  profit  of  $42,000,000  in  1930.  The 
Model  A  had  suffered  from  the  price  cuts  in  the  Chevrolet  and  the 
Plymouth.  With  its  high  1930  production  the  Model  A  was  per- 
haps due  for  a  major  decline  in  1931.  Yet  it  was  remarkable  that  a 
car  which  had  outdistanced  all  competitors  in  1930  should  make 
such  a  poor  1931  record  that  Ford  had  to  withdraw  it  from  circu- 
lation and  substitute  another  car. 

In  four  years,  1925-28,  Ford  had  made  and  sold  about  5,000,000 
Model  A  automobiles.  Yet  at  the  close  of  the  four  years,  his  sur- 
plus was  $30,000,000  less  than  at  the  beginning— that  is.  Ford  had 
lost  $30,000,000  while  making  the  5,000,000  cars.  In  1931,  he  took  in 
about  $460,000,000,  but  on  the  sale  of  750,000  automobiles,  he  lost 
about  $75  every  time  he  sold  a  car. 

General  Motors  had,  comparatively  speaking,  a  very  good  year — 
the  Ford  loss  being  the  Chevrolet's  gain.  Sales  were  held  to  within 
100,000  cars  of  the  1930  total  and  the  Chevrolet,  producing  780,000 
cars  and  trucks,  finished  about  20,000  units  ahead  of  Ford.  In  the 
U.S.  passenger-car  field,  the  Chevrolet  outsold  the  Ford  by  60,000. 
Price  cuts  throughout  the  General  Motors  line  helped  to  sustain 
volume.  The  Pontiac,  down  to  675,  sold  better  than  in  1930,  and 
the  Buick,  with  a  new  eight  at  $1,025,  had  sales  of  91,000,  against 
121,000  the  year  before.  General  Motors  made  a  1931  net  income  of 
$94,769,000,  which  under  the  circumstances  was  a  remarkable  profit. 

Chrysler  made  by  far  the  best  showing  among  the  independents, 
although  he  cleared  only  $1,468,000  on  the  year.  Plymouth  sales  were 
up  to  94,000 — an  increase  of  31,000  cars  over  1930.  Chrysler  was 
selling  the  Plymouth  at  $100  less  than  its  1929  price  and  was  also 
selling  more  Plymouths  than  he  had  sold  in  1929.  Chrysler  Cor- 
poration output  for  1931  was  272,000  cars  against  269,000  in  1930. 
In  1931,  Chrysler  sold  more  automobiles  than  all  the  other  inde- 
pendents combined. 

Hudson  had  another  big  sales  shrinkage,  dropping  from  113,000 
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in  1930  to  58,600  in  1931.  In  1929,  300,000  Hudsons  had  been  sold. 
Chapin  had  brought  the  Essex  almost  down  to  the  price  o£  the 
Plymouth  and  the  Chevrolet,  but  the  car  did  not  seem  to  respond 
to  treatment.  In  1932,  the  Essex  was  replaced  by  the  Terraplane, 
which,  with  a  coupe  at  $475,  was  sold  at  a  price  even  below  the 
Ford  car. 

Willys-Overland,  as  usual,  showed  the  largest  deficit,  with  a  1931 
loss  of  $14,621,000,  of  which  about  $2,000,000  was  a  cash  loss  on 
operation  without  considering  depreciation  or  other  charges.  Miller 
was  still  writing  off  millions  of  dollars  for  obsolete  equipment  and 
similar  items.  It  may  have  been  fine  and  conservative  bookkeeping, 
but  Willys-Overland  equipment  seemed  to  become  obsolete  every 
season.  During  193 1,  Miller  spent  $470,000  retiring  some  of  his  pre- 
ferred stock.  This  was  rather  an  odd  way  of  spending  nearly  $500,- 
000,  since  at  the  end  of  the  year  Willys-Overland  had  only  a  little 
more  than  $1,000,000  left  of  its  cash  reserves. 

Nash  and  Studebaker  continued  to  make  a  profit,  but  as  a  group 
the  nine  independents  (counting  Chrysler)  lost  $25,204,000.  The 
nine  independents  plus  Ford  lost  $78,800,000.  As  General  Motors 
made  $94,800,000,  the  industry  as  a  whole  managed  to  avoid  a  defi- 
cit, but  in  this  case  the  whole  was  notably  inferior  to  its  most  con- 
spicuous part. 

The  continued  decline  in  1931  automobile  business  reflected  the 
continued  decline  in  the  people's  income.  Salaries  and  wages  were 
down  to  $40,000,000,000  and  the  farmer's  cash  income  to  $5,800,000,- 
000.  The  1931  decline  in  mass  purchasing  power  was  considerably 
greater  than  its  1930  decline,  as  by  the  end  of  the  year  more  than 
10,000,000  persons  were  unemployed  and  the  price  of  farm  products 
was  extremely  low.  In  1931  the  net  income  of  all  American  corpora- 
tions passed  from  a  plus  figure  to  a  minus  figure — that  is,  the 
money-losing  corporations  lost  $3,300,000,000  more  than  the  money- 
making  corporations  made. 

Under  these  circumstances,  it  is  remarkable  that  in  1931  almost 
2,000,000  persons  still  managed  to  invest  an  average  of  $765  (retail) 


THE  VANISHING  CUSTOMER 


237 


in  new  automobiles^ut  the  investment  was  far  too  small  for  the 
automobile  manufacturer's  needs.  In  1929,  the  public  spent  about 
$3,000,000,000  on  new  automobiles.  That  was  prosperity.  In  1930, 
the  retail  value  of  new  cars  was  down  to  $2,000,000,000.  That  was 
depression.  In  1931,  the  public  could  put  only  $1,500,000,000  into 
new  cars.  And  that  was  pretty  close  to  disaster.  Foreign  sales  were 
off  again,  dropping  to  about  370,000  cars  and  trucks. 

There  was,  however,  a  definite  decline  in  registrations.  At  the 
close  of  193 1  there  were  about  700,000  fewer  passenger  cars  in  the 
United  States  than  there  had  been  at  the  close  of  1930.  About  2,300,- 
000  cars  appear  to  have  been  scrapped  during  the  year.  Some  day — 
if  he  lived  to  see  it — the  automobile  manufacturer  would  have  a 
fine  replacement  market,  provided  the  public  could  get  hold  of 
enough  money  to  replace  its  worn-out  cars. 

Nineteen  thirty-two  opened  with  the  customary  flurry  of  new 
models  and  new  prices.  The  DeVaux  had  gone  into  receivership 
and  the  DeVaux  name  (but  not  the  corporate  assets  or  liabilities) 
had  been  bought  by  Continental  Motors.  After  many  years  of 
engine-building.  Continental  had  decided  to  try  its  hand  at  an  auto- 
mobile, probably  because  there  were  now  so  few  independents  buy- 
ing engines  in  any  numbers.  Durant  of  Michigan  was  in  receiver- 
ship. General  Motors  dropped  the  Oakland  line  and  got  out  two 
Pontiacs — a  six  and  an  eight.  Hupp  had  a  car  at  $795,  which  was 
$200  lower  than  any  Hupmobile  had  been  priced  before,  and  Pack- 
ard experimented,  not  very  successfully,  with  a  "light"  six  at  $1,800. 

Henry  Leland  died,  at  the  age  of  ninety-one.  He  had  been  in  re- 
tirement since  1921.  Secretary  of  the  Treasury  Mellon  shocked  and 
grieved  the  industry  by  suggesting  a  5  per  cent  excise  tax  on  pas- 
senger cars — a  revival  of  the  old  war  tax  which  had  not  been  fully 
repealed  until  1928.  Erskine  tried  an  upward  price  movement  at 
Studebaker,  adding  $100  to  the  price  of  his  Commander  and  Presi- 
dent lines.  It  was  a  peculiar  time  to  raise  prices,  but  with  his  volume 
shrinking  Erskine  was  presumably  trying  to  protect  his  profit  per 
car. 
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In  March,  Willys-Overland  tried  to  get  $5,000,000  from  the  re- 
cently organized  Reconstruction  Finance  Corporation,  but  the  RFC 
refused  to  make  the  loan.  Willys,  still  in  Warsaw,  at  first  said  that 
he  had  no  desire  to  return.  But  in  April  he  came  back  to  Toledo 
and  in  June  resigned  his  diplomatic  post  and  prepared  to  resume 
the  direction  of  Willys-Overland  affairs. 

Meanwhile,  the  automobile  output  was  ruinously  low.  The  indus- 
try made  119,000  cars  in  January,  117,000  in  February,  and  118,000 
in  March.  With  three  months  gone,  only  354,000  cars  had  been  man- 
ufactured. Even  in  1931  the  industry  had  made  as  many  as  350,000 
cars  in  a  single  month.  True,  the  low  output  was  accented  by  the 
absence  of  any  Fords.  Plagued  by  his  usual  new-model  troubles. 
Ford  had  not  yet  produced  any  of  his  eight-cyHnder  cars.  He  was 
bringing  out  a  four,  in  addition  to  the  eight,  but  the  fours  were  also 
missing.  In  a  newspaper  interview.  Ford  said,  "I  have  got  back  my 
determination  to  get  the  price  of  the  car  back  to  where  people  can 
buy  it  again."  Ford  also  gave  Prohibition  his  hearty  endorsement 
and  predicted  that  steam  engines  would  soon  be  used  in  airplanes. 

In  April,  the  Ford  V-8  finally  appeared.  The  coupe  was  priced  at 
$490,  which  was  no  change  from  the  price  of  the  Model  A.  The  se- 
dan sold  for  $590,  also  duplicating  the  Model  A  figure.  The  new 
fours,  however,  were  considerably  cheaper.  There  was  a  coupe  at 
$440  and  a  sedan  at  $540.  The  eights  were  certainly  powerful,  but 
they  were  also  very  light,  and  the  power  plant  was  rather  too  vig- 
orous for  the  body.  You  could  make  seventy  miles  an  hour  with 
httle  difficulty  and  less  comfort.  It  was  still  too  early  to  say  how  the 
V-8  would  fare  with  the  public,  since  production  troubles  continued 
to  keep  output  below  even  such  a  volume  as  the  depression  might 
have  permitted.  ' 

With  the  arrival  of  the  V-8,  the  Chevrolet  announced  a  major 
price  cut.  The  Chevrolet  coupe  was  marked  from  $545  to  $490  and 
the  sedan  from  $635  to  $590.  This  reduction  was  historic,  for  the 
new  Chevrolet  was  now  selling  at  the  same  price  as  the  Ford.  It 
was  the  first  time  since  the  early  days  of  the  automobile  industry 
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that  a  major  producer  with  a  volume  comparable  to  Ford's  had 
marked  a  car  down  to  the  Ford  price.  The  new  Ford  went  into  the 
1932  selling  season  minus  the  economy  argument  which  had  for  so 
many  years  been  a  basic  factor  in  Ford  leadership. 

Meanwhile,  even  with  Ford  in  production,  car  output  continued 
to  run  at  bankruptcy  levels.  The  second  quarter  of  the  year  was 
commonly  the  "big"  quarter,  but  in  1932  the  April  output  was  148,- 
000  cars,  the  May  output  184,000,  and  the  June  output  183,000.  As 
Ford  turned  out  72,000  cars  in  May,  the  remainder  of  the  industry 
was  still  going  along  at  little  better  than  100,000  cars  a  month. 

In  August,  Roy  Chapin  became  Secretary  of  Commerce  (follow- 
ing the  resignation  of  Secretary  Robert  Lamont) .  Toledo  gave  a  big 
dinner  for  Willys,  who  certainly  deserved  it.  Willys  still  had  a  pre- 
ferred-stock interest  in  Willys-Overland,  and  in  July  the  preferred 
stock  had  become  the  controlling  stock,  as  the  company  had  passed 
four  consecutive  quarterly  preferred  dividends.  But  Willys  must 
have  had  plenty  of  money  aside  from  his  automobile  holdings  and 
was  undertaking  a  very  thankless  job.  Ray  Graham,  of  the  Graham 
brothers,  was  drowned  in  a  swimming  accident.  The  Grahams  had 
done  a  fine  job  on  the  Paige  until  the  depression  hit  them;  but  for 
the  past  two  years  had  been  losing  money  at  the  rate  of  more  than 
$4,000,000  a  year.  Durant  of  New  Jersey  went  into  receivership  and 
the  production  of  Durant  Motors  finally  ceased.  The  remnants  of 
the  company  had  made  1,132  cars  in  1932. 

Plymouth  sales  were  holding  up  well  despite  the  new  Ford  and 
the  cheaper  Chevrolet,  but  other  Chrysler  cars  were  rapidly  declin- 
ing, and  Chrysler  was  still  determined  to  keep  his  volume  above 
the  danger  line.  In  August  he  cut  the  Plymouth  coupe  to  I545  and 
Plymouth  sales  prompdy  responded.  Meanwhile,  the  four-cylinder 
Ford,  in  spite  of  its  low  price,  was  making  little  impression  on  the 
public.  It  was  completely  blanketed  by  the  V-8,  Ford  buyers  pre- 
ferring the  eight-cylinder  model  even  though  the  four  was  $50 
cheaper.  In  September,  Ford  withdrew  the  four  entirely  and  con- 
centrated production  on  the  V-8. 
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September  also  brought  a  major  intercorporate  deal  in  the  auto- 
mobile industry,  Studebaker  taking  over  the  White  Motor  Com- 
pany. The  White  company  made  good  trucks,  but  it  had  never 
made  more  than  6,000  or  7,000  a  year  at  any  time  and  had  made 
only  1,600  in  1931.  It  had  also  lost  $3,234,000  in  1931  and  $1,647,000 
in  the  first  half  of  1932.  Studebaker  had  its  own  truck  business, 
which,  though  not  very  large,  had  somewhat  outsold  White  in  1931 
and  thus  far  in  1932. 

What  Erskine  wanted  of  the  White  Motor  Company  was  there- 
fore rather  a  puzzle,  especially  since  Studebaker  itself  was  running 
up  a  large  1932  deficit — the  first  in  its  history — and  was  heavily  in 
debt  to  the  banks.  Furthermore  the  White  company,  despite  its 
weak  condition,  was  by  no  means  giving  itself  away.  For  each  share 
of  White  Erskine  offered  one  share  of  Studebaker,  $5  in  cash  and 
$25  in  two-year  notes.  The  cash  payment  came  to  $3,250,000,  which 
was  a  reasonable  outlay,  but  the  notes  were  an  extravagance  that 
turned  out  to  be  ruinous.  They  amounted  to  $16,250,000,  and  as 
they  ran  for  only  two  years,  they  were  almost  current  liabiHties 
from  the  day  they  were  issued.  It  was  true  that  they  could  be  con- 
verted into  Studebaker  stock,  but  not  if  25  per  cent  or  more  of  the 
holders  of  the  notes  objected  to  the  conversion.  On  the  other  hand. 
White  had  about  $9,500,000  in  cash  in  its  own  treasury,  and  this 
money  would  undoubtedly  bolster  Studebaker  resources. 

Erskine  had  made  a  remarkable  record  in  the  1921  depression, 
turning  in  a  new  high  in  sales  and  profits  during  the  panic  year. 
Possibly  he  was  a  little  too  confident  of  his  ability  to  handle  bad 
times.  He  had,  however,  made  a  small  profit  in  both  1930  and  1931, 
and  even  the  Pierce-Arrow  had  made  a  little  money  thus  far  in  the 
depression  years.  The  White  purchase  has  also  been  interpreted  as 
an  attempt  to  create  confidence  in  Studebaker — if  Company  A  buys 
Company  B,  the  inference  is  that  Company  A  is  in  sound  financial 
condition.  But  there  were  too  many  Studebaker  statistics  available  to 
permit  this  inference  (for  instance,  Studebaker  had  a  $6,500,000 
deficit  for  the  first  nine  months  of  1932),  and  if  Erskine  was  play- 
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ing  poker,  the  note  issue  certainly  made  the  stakes  unduly  high. 
But,  for  whatever  reasons,  Studebaker  did  take  over  the  White  com- 
pany, and  a  very  unfortunate  transaction  it  turned  out  to  be. 

In  1932,  as  in  1930  and  1931,  a  very  bad  first  half  was  followed  by 
a  much  worse  second  half.  The  Ford  plant  was  shut  down  from 
August  I  to  Labor  Day.  Willys-Overland  failed  to  meet  the  $1,000,- 
000  due  on  the  notes  which  had  been  issued  in  1923.^  Willys  was 
again  in  charge.  He  persuaded  creditors  to  extend  their  bills,  and 
also  got  an  order  from  International  Harvester  for  the  manufacture 
of  several  thousand  light  trucks.  For  1923,  Willys  was  planning  a 
line  of  low-priced  cars  that  would  undersell  even  the  Chevrolet,  the 
Ford,  and  the  Terraplane. 

The  plant  and  assets  of  the  defunct  Jordan  company  were  sold  for 
$150,000.  A  Durant  receiver  turned  down  a  bid  of  $100,000  for  the 
Durant  plant  at  Lansing.  This  was  the  plant  which  Durant  had 
built  in  1921;  in  1928  he  had  spent  $1,200,000  in  enlarging  it.  A  re- 
port from  Chicago  said  that  in  the  three  months  ending  September 
30,  1932,  9,068  cars  had  been  sold  in  Chicago  and  10,199  ^^^  ^^^^ 
stolen.  In  October,  the  following  notice  was  posted  at  the  Ford 
plant : 

To   prevent  times  from  getting  worse   and  to   help 
them  get  better,  President  Hoover  must  be  re-elected. 

Automobile  output  was  down  to  74,000  in  September  and  to  48,000 
in  October.  In  October,  General  Motors  dealers  sold  only  5,810  pas- 
senger cars  in  the  United  States. 

November  brought  the  first  constructive  move  that  the  industry 
had  seen  for  some  time.  Chrysler,  still  determined  to  force  Plymouth 
sales  up  into  the  Chevrolet  and  Ford  class,  brought  out  a  six-cylin- 
der Plymouth  and  priced  it  considerably  under  the  four-cylinder 
Plymouth  line.  Chrysler  said  that  he  had  spent  $9,000,000  in  experi- 


^This  was  the  $10,000,000  note  issue  with  which  Willys  celebrated  his  survival 
of  the  postwar  depression.  The  notes  were  payable  in  installments  of  $1,000,000  a 
year.  Eight  installments  had  been  met  when  Willys  missed  the  1932  payment; 
another  $1,000,000  was  due  in  September,  1933. 
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menting  with  the  Plymouth  Six  and  that  it  was  as  completely  a 
new  car  as  the  first  Chrysler  had  been  in  1924.  The  Plymouth  Six 
sold  at  $495  for  the  coupe  (compared  to  $545  on  the  four  coupe) 
and  for  $575  for  the  sedan  (compared  to  $635  for  the  four  sedan.) 
In  addition  to  producing  a  better  car  at  a  lower  price,  Chrysler,  like 
Sloan  and  Knudsen,  had  now  priced  his  cheapest  model  squarely  at 
the  Ford  level.  With  the  Terraplane  selling  at  $20  under  the  V-8, 
the  Chevrolet  at  the  same  price,  and  the  Plymouth  for  only  $5  more. 
Ford's  position  as  the  great  low-price  producer  had  completely  van- 
ished. 

When  1932  finally  ended,  the  automobile  output  was  1,186,000 
passenger  cars  and  245,000  trucks.  The  passenger-car  production 
was  hardly  more  than  half  the  production  for  1931.  The  most  strik- 
ing figures  of  the  season  were  furnished  by  General  Motors.  The 
big  automobile  company,  which  even  in  1931  had  made  $94,800,000, 
had  a  1932  net  income  of  $164,979.  Even  allowing  for  the  General 
Motors  depreciation  item  of  more  than  $40,000,000  a  year,  the  1932 
profit  was  fantastically  low.  But  even  General  Motors  earning 
power  was  not  proof  against  the  worst  of  the  depression  years. 

Nash,  still  making  a  profit  even  in  adversity,  showed  a  net  of 
$1,029,000,  although  his  output  was  down  to  20,800  cars.  Chrysler, 
however,  made  the  best  record  of  the  year,  even  though  he  had  a 
deficit  of  $11,254,000.  He  sold  111,000  Plymouths,  against  94,000  in 
1931,  and  kept  his  total  output  well  over  the  200,000  mark  with  a 
production  of  222,000  cars  and  trucks.  In  1932,  no  other  independent 
made  as  many  as  50,000  cars.  The  Chrysler  deficit  was  caused  chiefly 
by  the  money  spent  on  the  new  Plymouth,  and  that  money  proved 
to  be  as  good  an  investment  as  any  automobile  manufacturer  has 
ever  made.  Chrysler  paid  $4,390,000  in  1932  dividends,  retired 
$3,000,000  of  the  Dodge  bonds,  and  had  a  balance  of  $43,000,000  in 
cash  and  securities  at  the  end  of  the  year. 

The  remainder  of  the  independents  had  a  frightful  year,  as  is 
shown  by  the  following  table: 
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Car  Production  of  Independents  1932 

Studebaker    (49>8oo 

Hudson    42,000 

Willys-Overland    26,000 

Nash    20,280 

Graham-Paige    12,800 

Packard    11,900 

Hupp    9j900 

Reo    9,060 

Total  181,740 

In  1929,  these  eight  companies  had  produced  about  1,000,000  cars. 

With  the  exception  o£  Nash,  all  the  independents  had  deficits, 
with  the  Studebaker  loss  coming  to  $8,689,000;  that  o£  Willys-Over- 
land to  $6,627,000,  and  that  of  Hudson  to  $5,429,000.  Counting  the 
Chrysler  deficit,  the  independents  lost  $47,488,000  on  the  year. 

The  General  Motors  output  dropped  to  about  half  its  1931  out- 
put, the  1932  production  being  570,000  cars.  Ford,  v^ith  his  late  start, 
his  new^  models,  and  his  unsuccessful  four,  had  a  very  expensive  as 
wtW  as  a  disappointing  year.  He  had  a  world  output  of  432,000  cars 
and  trucks,  but  sold  only  258,000  passenger  cars  in  the  United  States. 
He  also  lost  $70,900,000  on  the  year.  With  deficits  in  1927,  1928, 
1931,  and  1932,  against  profits  in  1929  and  1930,  Ford's  surplus  had 
decUned  about  $121,000,000  in  the  past  six  years.  In  1932  the  auto- 
mobile industry,  not  having  the  usual  earning  power  of  General 
Motors  to  sustain  it,  showed  a  deficit  of  $122,000,000. 

The  1932  demoralization  of  the  automobile  industry  reflected  the 
demoralization  of  the  country  as  a  whole.  In  1932,  with  some  15,- 
000,000  persons  unemployed,  wages  and  salaries  were  down  to  $31,- 
000,000,000,  having  dropped  $9,000,000,000  in  1932  alone.  The 
farmer's  cash  income  was  down  to  $4,400,000,000.  Since  1929,  the 
decline  in  wages  and  salaries  and  in  farm  income  had  amounted 
to  about  $26,000,000,000.  In  the  same  time,  the  national  income  had 
fallen  from  about  $600  per  capita  to  about  $300  per  capita.  A  family 
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of  four  with  a  $2,400  a  year  income  in  1929  had  f  1,200  income  for 
the  year  of  1932.  As  passenger-car  sales  in  the  United  States  in  1932 
were  about  1,000,000,  of  which  the  average  retail  price  was  $720,  the 
pubHc  was  still  investing  $720,000,000  a  year  in  new  automobiles. 
But  a  mere  $720,000,000  was  not  nearly  enough  money  to  keep  the 
receiver  from  knocking  at  the  automobile  manufacturer's  door. 

The  1932  automobile  cost  only  about  $100  less  (at  retail)  than  the 
1929  automobile.  But  it  was  a  considerably  better  car.  The  Chevro- 
let Six,  the  Plymouth  Six,  and  the  Ford  V-8 — all  selling  a  closed 
model  for  less  than  $500 — represented  automobile  values  which 
only  the  depression  could  have  created.  But  for  every  four  custom- 
ers in  1929,  the  automobile  manufacturer  had  only  one  customer  in 
1932. 

Receiverships 

Two  important  developments  of  the  early  1933  season  belong  so 
closely  to  the  1930-32  period  that  they  may  best  be  considered  in  this 
chapter.  One  was  the  receivership  of  Willys-Overland;  the  other 
was  the  receivership  of  Studebaker. 

The  Willys-Overland  receivership  (February,  1933)  was  not  sur- 
prising. The  company  had  been  accumulating  murderous  deficits 
ever  since  1929.  Its  volume  had  dropped  from  257,000  cars  in  1929 
to  26,000  in  1932.  It  had  defaulted  on  the  $1,000,000  bond  payment 
due  in  September,  1932.  Now  it  had  $800,000  of  bank  loans  due  in 
July  and  August,  with  the  final  payment  on  the  bonds  (another 
$1,000,000)  coming  due  in  September.  It  owed  back  taxes  of  more 
than  $1,000,000.  SuppHers'  bills  came  to  $3,000,000.  And  with  only 
$40,000  cash  on  hand  the  company  committed  the  cardinal  cor- 
porate sin.  It  became  unable  to  meet  its  pay  roll. 

Soon  $300,000  in  back  pay  was  owed  to  about  8,300  workers.  Most 
of  the  men  remained  at  their  benches.  They  had  no  other  place  to 
go.  But  some  picketed  the  plant  with  banners  which  read  "No  Pay, 
No  Work."  This  eminently  reasonable  platform  was  promptly  at- 
tributed to  the  bad  influence  of  Communists.  It  was  through  a  pay- 
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roll  crisis  in  1907  that  Willys  had  gained  control  of  the  Overland 
company,  but  after  twenty-six  years  of  progress  the  new  problem 
was  too  difficult  to  solve. 

At  about  the  time  that  Willys-Overland  was  going  into  its  receiv- 
ership, it  became  known  that  the  Union  Guardian  Trust  Company 
of  Detroit  was  in  difficulties.  Governor  Comstock  of  Michigan  de- 
clared an  eight-day  "bank  hoHday"  while  it  was  announced  and 
denied  and  announced  and  denied  again  that  Ford,  General  Motors, 
Chrysler,  the  New  York  Federal  Reserve  banks,  and  the  Recon- 
struction Finance  Corporation  would  put  up  the  money  to  reorgan- 
ize the  Union  Guardian.  Meanwhile  the  First  National  Bank  of 
Detroit  was  also  in  trouble.  Soon  an  epidemic  of  "bank  holidays" 
spread  rapidly  through  the  country. 

The  fact  that  the  banking  crisis  started  in  Detroit  had  nothing 
to  do  with  the  automobile  companies,  who  by  this  time  were  doing 
most  of  their  banking  in  New  York.  But  the  collapse  of  the  coun- 
try's banking  system  is  now  so  seldom  referred  to  that  a  great  many 
persons  seem  to  have  forgotten  it.  The  depression  is  remembered  as 
a  period  of  low  industrial  production  and  of  much  unemployment, 
often  with  the  conclusion  that  such  matters  are  inevitable  and 
sooner  or  later  the  tide  is  bound  to  turn. 

Yet  the  closing  of  the  banks  can  hardly  be  regarded  as  a  normal 
incident  in  the  business  cycle.  It  was  the  final  evidence  of  the  com- 
plete breakdown  of  our  economic  system.  It  was  the  ultimate  dem- 
onstration of  the  inability  of  the  laissez-faire  economy  to  survive  un- 
aided. Yet  only  a  few  months  after  the  banks  had  been  reopened 
by  President  Roosevelt,  the  men  most  responsible  for  their  closing 
were  loudest  in  their  denunciation  of  the  New  Deal's  "interference" 
with  business.  And  few  industrialists  did  any  earlier  or  more  hearty 
denouncing  than  the  makers  of  automobiles. 

The  Studebaker  receivership  (in  March,  1933)  was  much  more 
of  a  shock  than  the  Willys-Overland  failure.  Willys,  you  remember, 
had  always  had  a  tendency  to  go  up  Hke  the  rocket  and  down  like 
the  stick;  besides,  Willys  was  over  in  Warsaw  while  Willys-Over- 
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land  was  cracking  up.  But  Erskine  had  been  one  of  the  most  suc- 
cessful manufacturers  in  the  industry.  The  Studebaker  company 
had  made  more  than  $100,000,000  during  the  1920's  and  had  also 
made  money  in  1931  and  1932.  True,  the  1932  deficit  had  come  to 
$8,689,000,  but  it  seemed  unlikely  that  the  Studebaker  company 
would  become  insolvent  following  the  first  losing  year  in  its  history. 
But  insolvent  Studebaker  certainly  was.  In  addition  to  nearly 
$15,000,000  of  notes  issued  on  account  of  the  White  deal,  the  com- 
pany had  bank  loans  of  $3,744,000,  accounts  payable  of  $2,333,000, 
taxes  and  other  accruals  of  $990,000,  and  hardly  any  cash.  The 
White  merger  was  not  completed  (neither  White  nor  Pierce-Arrow 
was  included  in  the  receivership),  so  Studebaker  could  not  lay 
hands  on  the  White  cash.  (In  1932,  White  lost  $3,618,000  and  Pierce- 
Arrow  lost  $3,032,000.)  Paul  Hoffman  and  Harold  Vance  of  Stude- 
baker and  Ashton  Bean  of  White  were  appointed  receivers,  and 
Studebaker  cars  continued  to  come  out.  But  in  March  and  April 
(together)  only  about  6,000  cars  were  sold. 

Erskine  was  not  made  one  of  the  receivers.  He  had  speculated  in 
South  Bend  real  estate,  and  his  personal  finances  were  almost  as 
tangled  as  those  of  his  company.  In  July,  he  shot  himself.  Although 
1932  saw  the  first  Studebaker  deficit,  the  company  had  reached  its 
peak  profit  in  1923.  The  decline  in  sales  of  cars  costing  more  than 
$1,000  was  a  lasting  blow  to  Studebaker.  Other  companies  were  suc- 
cessful in  shifting  to  lower-priced  automobiles,  but  the  Erskine  car 
was  a  flat  failure  and  the  Rockne  could  hardly  be  called  a  success. 
Erskine's  record  in  the  postwar  crisis  perhaps  prompted  him  to 
take  the  depression  too  lightly.  The  White  deal  certainly  could  have 
been  justified  only  on  the  theory  that  prosperity  was  just  around  the 
corner.  But  many  men  who  had  accompUshed  much  less  than 
Erskine  found  it  difficult  to  detect  any  flaws  in  the  system  by  which 
the  1920's  had  been  produced.  Many  of  them  have  not  found  any 
serious  deficiencies  in  that  system  yet. 
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MARCH  4,  1933,  was  the  turning-point  in  the  depression  and 
therefore  in  American  economic  H£e.  Mr.  Hoover's  pohcy 
of  letting  the  depression  run  its  course  still  had  much  to  recom- 
mend it  from  the  standpoint  of  orthodox  economics.  Unfortunately, 
the  orthodox  economist  had  not  taken  into  consideration  the  pos- 
sibility of  a  banking  collapse.  With  the  arrival  of  the  "bank  holi- 
day," the  country  was  confronted  not  with  a  depression  but  with  a 
panic.  And,  for  a  very  brief  period,  the  most  conservative  of  indus- 
trial and  financial  circles  applauded  vigorously  while  President 
Roosevelt  laid  violent  hands  on  laissez-faire,  free  enterprise,  indi- 
vidualism, and  the  American  way.  As  soon  as  the  immediate  crisis 
was  over  and  the  banks  were  functioning  again,  the  businessman 
and  the  banker  rapidly  reverted  to  type.  For  a  few  months  after  his 
inauguration,  however.  President  Roosevelt  had  the  almost  unani- 
mous support  of  all  classes. 

Yet  even  at  an  extremely  early  date  the  New  Deal  was  thor- 
oughly unpopular  with  the  automobile  industry.  Even  before  Presi- 
dent Roosevelt  took  office,  Alfred  P.  Sloan,  Jr.,  and  Alvin  Macauley 
refused  an  invitation — extended  by  the  Senate  Finance  Committee 
— to  attend  a  Washington  conference  on  the  state  of  trade  and  how 
to  improve  it.  Sloan  said  that  he  was  "entirely  out  of  sympathy" 
with  Congress  and  that  what  the  country  needed  was  "a  rehef  from 
government  expenditure."  Macauley  said  that  the  depression  had 
been  "caused  by  governmental  extravagance."  Thus  the  auto  indus- 
try was  opposed  to  the  Roosevelt  program  while  Mr.  Roosevelt  was 
still  the  President-elect. 
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The  arrival  of  the  New  Deal  was  followed  by  an  almost  instan- 
taneous business  pickup,  the  results  of  which  were  nowhere  more 
evident  than  in  the  automobile  business.  In  February,  1933,  the  out- 
put dropped  to  100,000  automobiles,  which  was  25,000  below  the 
output  of  February,  1932.  In  March  the  output  increased  to  125,000 
cars,  which  was  2,000  below  March  of  the  previous  year.  In  April, 
however,  production  rose  to  188,000  cars,  against  155,000  in  April, 
1932. 

In  May  the  industry  established  an  even  more  encouraging  figure. 
Actual  retail  sales  (not  factory  output)  in  the  United  States  were 
153,000  cars  compared  to  132,000  in  May,  1932.  It  was  the  first  time 
in  forty-two  months — since  October,  1929 — that  the  sales  for  any 
month  had  been  higher  than  the  sales  for  the  corresponding  month 
in  the  previous  year.  In  June,  retail  sales  were  217,000  cars,  against 
166,000  cars  twelve  months  before,  and  production  for  six  months 
of  1933  was  784,000  cars,  against  704,000  for  the  same  six  months 
the  year  before.  Although  a  majority  of  the  automobile  companies 
were  still  far  from  prosperous.  General  Motors  had  a  net  income  of 
$48,068,000  for  the  first  half  of  the  year. 

With  the  exception  of  Chrysler,  who  made  another  big  cut  in  the 
price  of  the  Plymouth,  marking  it  from  $495  to  $445,  the  manufac- 
turers did  nothing  whatsoever  to  make  1933  sales  any  better  than 
1932  sales.  The  improvement  in  the  motorcar  business  was  entirely 
a  reflection  of  the  general  business  improvement  fostered  by  the 
New  Deal  program.  Yet  the  auto-maker  was  already  in  a  state  of 
violent  opposition  to  the  New  Deal  and  all  its  works.  In  June,  1933, 
the  National  Industrial  Recovery  Act  was  passed.  Blue  Eagle,  Gen- 
eral Hugh  Johnson,  and  all,  and  from  the  moment  of  its  passage, 
the  automobile  industry  turned  thumbs  down  on  the  New  Deal. 

Inasmuch  as  the  NRA  was  designed  largely  in  the  interests  of 
the  employer,  the  reaction  of  the  auto-makers  to  it  may  appear  a 
little  incomprehensible.  As  you  will  remember,  the  essential  portion 
of  the  NRA  was  what  amounted  to  the  legalization  of  price-fixing. 
The  NRA  was  extremely  popular  with  industry  as  a  whole;  it  was 
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attacked  by  all  radicals  and  by  many  liberals;  and  when  it  finally 
reached  the  Supreme  Court,  not  one  o£  the  Justices  could  find  it 
constitutional.  And  to  the  auto  manufacturer,  the  NRA  had  no 
appeal. 

For  the  auto-maker  got  nothing  out  of  it.  He  never  had  set  up 
anything  that  could  be  called  a  price  structure,  so  that  to  him  the 
ability  to  maintain  prices  had  no  meaning.  Chrysler  had  made  the 
Plymouth  a  best-seller  by  cutting  more  than  $200  ofif  its  1929  price, 
but  Chrysler  was  not  considered  a  "chiseler"  to  whom  no  self-re- 
specting automobile  maker  should  speak.  Operating  a  business 
which  was  still  conducted  in  accordance  with  the  competitive 
theory,  the  motorcar  manufacturer  saw  little  merit  in  the  new 
powers  which  the  NRA  gave  to  trade  associations.  The  parts-maker, 
who  had  been  for  some  time  scraping  the  bottom  of  his  barrel,  was 
well  disposed  toward  the  NRA.  The  car  dealer  welcomed  it  with 
great  enthusiasm,  as  it  opened  the  way  for  the  establishment  of 
maximum  trade-in  allowances.  But  to  the  car  manufacturer  it  was  a 
delusion  and  a  snare. 


Labor  Unions  and  Strikes 

It  was  true  that  the  price-fixing  sections  of  the  NRA  did  not  do 
the  auto  industry  any  harm,  even  if  they  did  not  do  it  any  good. 
But  in  passing  the  NRA,  Congress,  having  done  a  good  deal  for 
the  employer,  felt  itself  obliged  to  do  something  for  the  employees 
as  well.  So  the  NRA  also  contained  provisions  whereby  labor  was 
given  the  right  to  organize  and  to  bargain  with  the  employer 
through  representatives  of  its  own  choosing.  It  was  these  provisions 
which  made  the  NRA  such  an  unwelcome  and  such  an  alarming 
document  to  the  manufacturer  of  automobiles. 

During  its  thirty  years  of  existence  as  first  a  growing  and  then  as 
an  outstanding  American  industry,  the  automobile  business  had  op- 
erated with  labor  that  was  almost  entirely  unorganized.  A  few  of 
the  skilled  workers  in  the  die-making  and  tool-making  departments 
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had  a  union,  but  they  represented  an  extremely  small  portion  of  the 
total  employment  in  the  industry.  In  1928  and  1929  the  American 
Federation  of  Labor  had  made  a  half-hearted  and  wholly  unsuccess- 
ful attempt  to  unionize  the  auto  workers.  Making  the  discovery 
that  the  employers  were  opposed  to  organization,  the  A.F.  of  L. 
had  attempted  to  convert  the  industry  to  the  union  idea  on  the 
theory  that  if  a  conservative  and  reliable  group  of  labor  leaders  did 
not  attend  to  the  unionizing  job,  other  persons  of  doubtful  charac- 
ter and  radical  notions  might  make  the  attempt.  This  argument 
was  altogether  unimpressive — especially  in  1929 — and  the  Federa- 
tion, seeing  that  the  auto  management  would  not  co-operate  with 
it,  made  little  further  effort  to  organize  the  auto  workers. 

Under  these  circumstances,  the  industry  had  enjoyed  an  almost 
strikeless  record.  In  1919,  John  N.  Willys  had  tried  to  get  his  wages 
back  to  "normalcy"  with  rather  undue  haste,  and  the  one  really 
serious  strike  in  the  automobile  business  had  been  the  result.  All 
through  the  1920's,  however,  there  had  been  uninterrupted  indus- 
trial peace,  and  even  in  the  depression  years  the  discontent  of  the 
worker  had  been  largely  confined  to  sporadic  outbursts  in  the  parts 
industry. 

It  does  not  follow  that  the  auto  worker  was  happy  or  contented. 
The  steel  industry  had  also  gone  through  a  long  period  of  indus- 
trial peace  after  it  had  smashed  the  steel  strike  of  1919.  And  the 
auto  worker,  like  the  steel  worker,  accepted  his  conditions  of  labor 
chiefly  because  he  lacked  the  ability  to  make  any  improvement  in 
them.  During  the  prosperity  period,  the  auto  worker  was  much 
better  paid  than  the  worker  in  the  average  manufacturing  com- 
pany. In  1929  he  averaged  somewhat  better  than  $1,600  a  year,  the 
average  manufacturing  wage  being  about  $1,225.  ^^  course,  the  auto 
manufacturer  was  a  great  deal  more  prosperous  than  the  average 
manufacturer  and  could  afford  better  wages.  In  1929,  for  instance, 
the  auto-maker  had  a  profit  of  about  $420,000,000  and  a  pay  roll  of 
about  $360,000,000 — that  is,  the  profits  in  the  industry  were  some 
$60,000,000  more  than  the  wages. 
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The  automobile  worker's  job  was  without  any  element  of  per- 
sonal accomplishment  or  satisfaction;  the  turnover  was  appalling 
in  the  best  of  times;  and  the  seasonal  nature  of  the  industry  re- 
sulted in  a  bad  combination  of  overwork  in  the  busy  season  and 
underemployment  when  times  were  slack.  There  was  not,  as  yet, 
much  that  could  be  called  "technological  unemployment,"  as  the  in- 
crease of  total  production  compensated  for  the  jobs  that  machinery 
eliminated.  Machines  had,  however,  tended  to  reduce  jobs  and  wages 
to  a  common  low  level  as  mechanization  had  reduced  the  better-paid 
jobs  and  replaced  the  more  skilled  workers.  Thus  painters  and 
trimmers,  who  had  been  among  the  best-paid  of  the  auto  workers, 
were  succeeded  by  unskilled  men  when  the  manufacturer  learned 
to  finish  his  cars  by  squirting  lacquer  on  them  with  a  paint  gun. 
Hiring  and  firing  methods  were  arbitrary  to  the  point  of  ruthless- 
ness;  thousands  of  workers  drifted  from  company  to  company  with- 
out the  slightest  expectation  of  getting  a  permanent  industrial 
abode;  job  security  for  any  individual  was  nonexistent.  The  pres- 
ence of  many  foreigners  who  spoke  English  with  difficulty,  if  at  all, 
and  who  could  be  shoved  around  with  comparative  impunity,  con- 
tributed to  the  low  esteem  in  which  the  workers  were  held  by  their 
immediate  superiors,  and  also  made  it  more  difficult  to  unite  them 
in  any  common  cause. 

The  auto  manufacturer  was  no  worse  than  any  other  employer 
of  labor — particularly  of  unskilled  labor  in  the  mass — and  he  was  a 
good  deal  better  than  many  employers.  The  industry  did  not  have 
the  background  of  bloodshed  which  made  amicable  labor  relations 
in  the  steel  industry  practically  impossible.  It  was  not  (during  the 
1920's)  experiencing  the  premature  and  apparently  permanent  de- 
pression which  was  at  the  root  of  the  continual  struggle  between 
coal  operators  and  coal-miners.  And,  in  most  cases,  it  had  not  de- 
veloped the  "company  town"  which  is  the  textile  operators'  major 
reliance  in  handling  his  help.  Yet  the  auto  manufacturer,  even  in  a 
period  of  prosperity,  was  determined  to  prevent  the  organization  of 
his  labor  and  always  ready  to  break  up  any  attempt  at  unionization 
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before  it  became  strong  enough  to  become  what  he  considered  a 
menace  to  him. 

Labor  unions  are  commonly  objectionable  to  manufacturers  be- 
cause they  usually  demand  and  often  get  more  wages.  But  there  is 
another  point  of  conflict  between  boss  and  worker,  particularly 
when  thousands  of  workers  are  employed  under  the  same  roof. 
There  is  involved  not  merely  a  matter  of  wages  but  a  matter  of 
authority.  The  employer  of  mass  labor  feels  that  his  control  over 
labor  is  lost  when  labor  organizes.  He  would  rather  grant  a  lo  per 
cent  pay  increase  as  a  gift  than  be  forced  to  concede  a  5  per  cent  pay 
increase  as  the  result  of  a  strike,  or  the  threat  of  a  strike.  He  is  not 
accustomed  to  deal  with  labor  as  an  equal;  he  is  accustomed  to  deal 
with  it  as  an  inferior.  Labor  is  to  him  a  commodity,  just  as  coal 
and  steel  are  commodities.  He  buys  it  (as  he  buys  coal  and  steel) 
at  the  prevailing  market  price  and  he  uses  it  (as  he  uses  coal  and 
steel)  strictly  as  his  needs  at  the  moment  may  dictate.  He  does  not 
consciously  abuse  his  labor  any  more  than  he  consciously  abuses  his 
machinery,  and  in  times  of  prosperity  he  will  often  invest  in  a  gym- 
nasium, an  athletic  field,  and  similar  sociological  amenities.  But  he 
does  not  like — and,  if  possible,  he  will  not  permit — any  conflict  of 
will  between  himself  and  his  workers. 

The  whole  concept  of  equality  in  bargaining  power  between  him 
and  his  men  is  alien  and  repulsive  to  him,  because  when  bargain- 
ing power  is  equal,  there  are  two  bosses  in  the  concern.  No  worker 
ever  joins  a  labor  union  without  some  feeling,  however  rudimen- 
tary, of  class-consciousness,  and  class-consciousness  can  never  exist 
without  a  threat,  however  remote,  of  class  conflict.  This  is  the  fun- 
damental reason  for  the  employer's  objection  to  the  organization  of 
labor,  and  although  it  is  basically  an  economic  motive,  it  exists  with 
a  depth  and  a  violence  which  often  seems  quite  out  of  proportion 
to  any  immediate  issue  of  cents  per  hour  or  hours  per  week. 

As  a  Magna  Carta  for  labor,  for  instance,  the  NRA  certainly  left 
a  great  deal  to  be  desired.  It  proclaimed  labor's  right  to  organize— 
a  right  which,  as  such,  had  not  been  legally  questioned  for  a  great 


SELECTIVE  RECOVERY  255 

many  years.  And  it  did  not,  except  by  implication,  approach  the 
heart  of  the  subject,  which  is  not  labor's  right  to  organize  but  man- 
agement's compulsion  to  recognize.  The  intention  of  the  law  was 
clear,  but  evasion  of  the  law  was  not  difficult.  Thus  manufacturers 
as  a  whole  were  not  seriously  distressed  over  the  labor  provision  of 
NRA,  partly  because  their  natural  suspicions  were  lulled  by  the 
price-fixing  portions  of  the  law,  and  pardy  because  they  considered 
themselves  well  able  to  head  off  any  serious  attempts  at  unioniza- 
tion, no  matter  if  the  law  was  now  officially  on  the  side  of  labor. 
But  the  auto-maker — deriving  no  benefit  from  NRA  price  conces- 
sions and  having  had  little  previous  experience  in  dealing  with  the 
organizing  idea— saw  in  the  National  Recovery  Act  a  present  men- 
ace and  a  potential  disaster. 

As  might  have  been  expected,  it  was  at  the  Ford  Motor  Com- 
pany that  the  opposition  of  the  industry  to  the  NRA  received  its 
earHest  and  its  most  stubborn  expression.  Hardly  was  the  ink  dry 
on  the  signature  of  the  NRA  act  when  Ford  took  newspaper  space 
to  advertise:  "We  possess  as  sensitive  a  social  conscience  as  any  re- 
former whose  theories  have  never  met  the  test  of  a  pay  roll."  And 
for  the  remainder  of  the  period  in  which  the  NRA  was  at  least 
theoretically  the  law  of  the  land.  Ford  and  General  Johnson  carried 
on  a  continual  exchange  of  criticisms  in  which  the  General  made 
the  mistake  of  attempting  to  command  in  a  situation  in  which  he 
was  not  able  to  enforce  obedience.  Thus  when  General  Johnson 
said  that  Ford  would  not  get  any  government  business  unless  he 
mended  his  ways,  Ford  replied  (in  another  advertisement)  that  the 
General's  "daily  expression  of  opinion  is  not  the  law,"  and  in  Wash- 
ington Comptroller  McCarl  said  that  Ford  could  not  be  prevented 
from  getting  government  orders. 

But  Ford's  opposition  to  the  NRA  was  shared  by  the  remainder 
of  the  industry,  although  the  other  companies  were  more  circum- 
spect about  resisting  it.  John  Thomas  Smith,  vice-president  and 
general  counsel  for  General  Motors,  complained  that  "the  strong 
arm  of  NRA  with  presidential  support  has  forced  the  closed  shop 
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down  unwilling  throats."  And  Alfred  P.  Sloan,  Jr.,  saw  before  him 
"the  looming  spectre  of  the  greatest  monopoly  [that  is,  the  closed 
shop]  that  the  world  has  ever  seen,"  and  recalled  that  the  "open 
shop  has  provided  the  American  workman  with  the  highest  stand- 
ard of  living  the  world  has  ever  seen." 

The  NRA  of  course  had  no  reference  whatsoever  to  a  closed  shop, 
and  since  1933  there  has  been  ample  evidence  that  the  existence  of 
a  labor  union  and  the  establishment  of  a  closed  shop  (in  which  em- 
ployment is  dependent  upon  union  membership)  are  two  very  dif- 
ferent matters.  Indeed,  the  code  under  which  the  auto  industry 
functioned  during  the  NRA  specifically  provided  that  employees 
could  be  hired,  promoted,  or  fired  on  their  "individual  merits"  and 
without  regard  to  their  "membership  or  nonmembership  in  any 
organization."  This  sweeping  and  conclusive  guarantee  that  the 
NRA  could  not  possibly  be  interpreted  as  endorsing,  much  less 
compelling,  a  closed  shop,  was  inserted  at  the  request  of  the  auto- 
mobile makers,  by  whom  the  "merit  clause"  (as  it  was  commonly 
called)  was  greatly  prized.  But  its  existence  did  not  prevent  con- 
tinual references  to  the  NRA  as  a  measure  by  which  the  open  shop 
was  to  be  "forced  down  unwilling  throats,"  nor  did  it  exorcise  the 
"spectre"  of  a  labor  "monopoly." 

Thus  throughout  1933,  1934,  and  1935 — and,  for  that  matter,  until 
the  1938  recession  brought  an  end,  for  the  time  being,  to  unioniza- 
tion of  automobile  workers — the  story  of  the  auto  business  is  the 
story  of  an  apparent  contradiction.  On  the  one  hand,  output,  sales, 
and  profit  figures  were  improving  so  rapidly  that  by  1925  the  auto 
industry  was  commonly  regarded  as  the  industry  that  would  "lead 
us  out  of  the  depression."  On  the  other,  the  auto-maker  himself  was 
constantly  complaining  about  the  NRA  and  (later  and  much  more 
bitterly)  about  the  Wagner  Act.  To  hear  the  automobile  maker  tell 
it,  you  would  have  thought  him  much  worse  off  under  the  Roose- 
velt than  under  the  Hoover  regime.  And  the  companies  that  made 
the  most  to-do  about  the  terrible  conditions  under  which  they  had 
to  operate  were  General  Motors  and  Ford— two  of  the  greatest 
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beneficiaries  of  the  business  revival  which  immediately  followed 
the  appearance  of  the  New  Deal.  General  Motors  made  $83,124,000 
in  1933,  against  $164,000  in  1932,  without  the  least  deviation  from 
its  position  that  the  New  Deal  was  a  terrible  handicap  to  industry 
and  a  menace  to  the  general  good. 

From  the  standpoint  of  the  auto  worker,  some  measure  of  re- 
employment and  of  restored  earning  power  had  become  desper- 
ately urgent  by  the  spring  of  1933.  The  following  figures— published 
by  the  National  Automobile  Chamber  of  Commerce — show  the 
course  of  employment  and  wages  in  the  industry  during  the  depres- 
sion (for  the  auto  manufacturer,  not  including  the  parts-maker) : 

Automobile  Employees  1929- 1932 

1929     427,000 

1930     325,000 

1931     270,000 

1932     229,800 

These  figures  are  the  averages  of  monthly  employment  and  there- 
fore eliminate  the  seasonal  factor.  Most  remarkable  is  the  pro- 
nounced drop  in  1930,  when  about  one-third  of  the  workers  lost 
their  jobs.  It  took  three  years  of  depression  for  national  employ- 
ment figures  even  to  approach  such  a  percentage  shrinkage.  In  1932, 
the  auto  industry  employed  something  less  than  half  the  number  of 
1929  employees.  The  decline  in  annual  earnings  per  employee,  how- 
ever, was  a  great  deal  larger,  partly  because  hour  wage  rates  were 
reduced,  but  chiefly  because  the  men  had  fewer  hours  of  work.  In 
the  spring  of  1933,  the  average  weekly  wage  was  down  to  about  f  16, 
or  at  the  rate  of  a  little  more  than  $800  a  year.  With  fewer  men  at 
work,  and  with  each  worker  making  less  money,  the  automobile 
pay  roll  dwindled  rapidly  away. 

Dollar  Payroll  of  the  Automobile  Industry 

1929    $775,500,000 

1930    647,600,000 

1931    397,200,000 

1932    283,000,000 
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Thus  427,000  workers  making  $775,500,000  in  1929  had  gone 
down  to  229,800  workers  making  $283,000,000  in  1932,  and  in  the 
opening  months  of  1933  both  the  number  of  workers  and  the  pay 
they  received  were  continuing  to  contract. 

The  workers'  need  for  more  money  was  a  complicating  factor  in 
the  strikes  which  eventually  developed  in  the  industry.  For  al- 
though in  almost  every  case  the  basic  issue  was  the  right  to  organ- 
ize or  the  recognition  of  the  union,  the  striker's  program  also  in- 
cluded a  demand  for  higher  wages.  This  demand,  although  well 
justified,  tended  to  obscure  the  union  issue,  especially  since  the  men 
often  went  back  to  work  on  receiving  a  small  pay  increase,  leaving 
the  union  question  for  the  future  to  decide. 

Despite  the  alarm  of  the  automobile  manufacturer,  the  collective- 
bargaining  provision  of  the  NRA  did  not  produce  much  immediate 
result  in  the  way  of  organizing  auto  labor.  The  American  Federa- 
tion of  Labor  was  still  the  main  instrument  through  which  organi- 
zation might  be  effected,  and  the  Federation  made  slow  progress 
with  the  job.  It  did  get  the  Willys-Overland  workers  organized  al- 
most immediately,  but  Willys-Overland  was  obviously  a  special 
case. 

In  September  there  came  a  rather  large  walkout  of  the  tool-mak- 
ers and  die-makers  at  the  Cadillac,  Chevrolet,  Dodge,  Fisher,  Hud- 
son, and  Plymouth  plants.  This  strike,  however,  was  conducted  by 
the  Mechanics  Educational  Union,  an  organization  of  skilled  work- 
ers which  had  been  functioning  for  many  years.  The  Society  wished 
to  negotiate  a  simultaneous  settlement  for  all  the  plants  where 
strikes  were  in  progress;  Chrysler  and  General  Motors  insisted  upon 
a  plant-by-plant  settlement  (to  avoid  the  appearance  of  dealing  with 
"outsiders").  A  deadlock  developed  over  this  rather  intangible,  al- 
though basically  important,  point.  The  union,  however,  had  not 
provided  a  sufficient  war  chest  for  a  sustained  strike,  and  in  a  few 
weeks  the  men  were  drifting  back  to  work.  On  the  whole,  there 
were  few  1933  strikes  and  none  that  could  be  called  successful. 

Meanwhile,  the  industry  continued  to  turn  out  automobiles  in 
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considerable  and  increasing  quantities.  For  the  full  year,  the  total 
passenger-car  and  truck  output  rose  to  2,025,000,  from  1,431,000  in 
1932.  This  was  an  increase  of  600,000  units,  or  about  43  per  cent.  The 
passenger-car  output  was  1,660,000,  against  1,186,000  in  1932,  a  gain 
of  40  per  cent. 

But  although  these  figures  were  impressive,  they  were  also  decep- 
tive. They  did  not  show  that  all  the  recovery  had  taken  place  in 
cars  selling  at  less  than  $750  retail,  nor  that  auto  companies  other 
than  General  Motors,  Chrysler,  and  Ford  were  selling  fewer  auto- 
mobiles in  1933  than  they  had  sold  in  1932.  The  U.S.  retail  sales  of 
the  Chevrolet,  the  Ford,  and  the  Plymouth  increased  from  693,000 
cars  in  1932  to  1,035,000  cars  in  1933,  while  other  cars  in  the  under- 
$750  class  increased  sales  from  84,000  to  250,000.  But  cars  selling  be- 
tween $750  and  $1,000  decreased  from  184,000  sales  to  116,000  sales. 
Only  89,000  cars  were  sold  at  a  retail  price  of  more  than  $1,000, 
against  129,000  such  cars  the  year  before. 

As  for  output  by  companies,  the  following  table  is  quite  eloquent : 

United  States  Passenger  Car  Sales 

igS2  1933 

General  Motors    470,000  672,000 

Ford     342,000  411,000 

Chrysler     211,000  409,000 

All  others    197,000  167,000 

Total     1,220,000  1,659,000 

The  first  recovery  year  had  solidified  the  position  of  the  Big 
Three.  All  the  other  companies  were  now  making  only  about  10 
per  cent  of  the  cars  and  in  1933  made  30,000  fewer  cars  than  in  1932. 

From  an  earnings  standpoint.  General  Motors  made  practically 
all  the  money,  with  most  of  the  producers  still  heavily  in  the  red. 
General  Motors  sold  474,000  Chevrolets,  against  313,000  Fords,  pro- 
duced 40  per  cent  of  the  total  auto  output,  and  made  the  goodly 
sum  of  $88,152,000. 
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The  only  other  appreciable  profit  was  turned  in  by  Chrysler, 
with  a  net  income  of  $12,129,000.  The  Plymouth  price  cut,  timed 
to  meet  the  revival  in  car-buying,  resulted  in  more  than  doubling 
Plymouth's  1932  sales,  the  Plymouth  reaching  a  250,000  total  in 
1933,  against  111,000  in  1932.  Chrysler  Corporation's  U.S.  sales  were 
higher  than  Ford's — by  385,000  cars  to  313,000  cars.  In  world  output, 
however,  (and  counting  trucks)  Chrysler  just  failed  to  make  second 
position,  turning  out  409,000  units  against  Ford's  411,000.  Neverthe- 
less, the  Chrysler  record  was  a  great  moral  victory  and  left  Ford 
with  an  extremely  precarious  hold  on  even  second  place  in  the 
industry.  Indeed,  from  a  financial  standpoint  Chrysler  had  already 
passed  Ford,  as  Ford's  1933  statement  showed  a  decline  in  surplus 
of  $3,924,000.  To  be  sure,  this  was  a  great  improvement  over  the 
$74,862,000  loss  which  Ford  had  apparently  sustained  in  1932,  but 
the  company  seemed  still  to  be  operating  in  the  red. 

The  smaller  companies  had  little  to  be  happy  about.  Packard 
made  $110,000,  against  a  $6,800,000  loss  in  1932,  but  sold  only  9,080 
cars.  Nash  sales  dropped  from  about  20,000  to  about  10,000  cars  al- 
though Nash,  who  seemed  deficit-proof,  managed  to  extract  a  $470,- 
000  profit  out  of  even  his  diminished  output.  And  Graham  made 
$67,000  after  losing  $2,318,000  in  1932.  U.S.  passenger-car  sales  of 
eight  independents  were: 

United  States  Passenger  Car  Sales  i  932-1 933 

1932  igss 

Hudson    38,700  36,300 

Studebaker    42,000  36,100 

Willys-Overland     22,400  155300 

Nash     20,300  11,300 

Graham    12,800  10,300 

Packard    11,600  9,000 

Hupp     10,700  6,700 

Reo    3,800  3j6oo 

Total    162,300  128,600 
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The  year  1934  was  essentially  a  continuation  o£  the  year  1933. 
Output,  sales,  and  profits  continued  to  go  up.  There  was  a  revival 
in  cars  retaiHng  at  from  $750  to  $1,000.  General  Motors  and  Chrys- 
ler, however,  benefited  most  from  this  improvement,  as  the  Pontiac, 
the  Oldsmobile,  and  the  Dodge  got  most  of  the  sales  in  the  medium- 
price  field.  General  Motors  and  Chrysler  continued  to  make  nearly 
all  the  money,  and  General  Motors,  Chrysler,  and  Ford  continued 
to  make  nearly  all  the  cars.  The  price-cutting  of  the  depression 
period  came  to  an  end  with  price  increases  announced  not  only  by 
the  Big  Three  but  by  several  of  the  smaller  companies  as  well. 

Chief  news  of  the  year  continued  to  be  strike  news.  In  1934,  auto 
employment  had  risen  to  273,000  from  190,000  and  the  pay  roll  of 
the  industry  had  risen  from  $233,500,000  to  $372,000,000.  But  neither 
figure  was  satisfactory  from  the  worker's  standpoint,  and  the  indus- 
try's opposition  to  unions  had  not  abated.  In  1934  the  recognition 
issue  turned  largely  upon  the  "company  union" — an  organization 
consisting  of  the  workers  in  one  plant  only  and  an  organization 
which  in  almost  every  case  was  dominated  by  the  employer.  These 
company  unions  possessed  neither  the  will  nor  the  ability  to  exert 
any  significant  force  in  collective  bargaining.  They  sprang  up  al- 
most immediately  following  the  adoption  of  the  NRA  Automobile 
Code  (in  August,  1933)  and  they  were  nothing  more  than  attempts 
to  avoid  the  spirit  of  collective  bargaining  by  complying,  to  some 
extent,  with  its  letter.  The  industry  also  had  an  Automobile  Labor 
Board,  consisting  of  Dr.  Leo  Wolman  as  the  government  represen- 
tative, Richard  Byrd  of  the  American  Federation  of  Labor,  and 
Nicholas  Kelley  of  the  Chrysler  Council.  Dr.  Wolman  was  consid- 
ered an  expert  on  vertical  unions,  but  company  unions  seemed  to 
baffle  him  a  good  deal. 

The  year  opened  with  the  Chevrolet  coupe  at  $565  (from  $495), 
the  Ford  coupe  at  $530  (from  $495),  and  the  Plymouth  coupe  back 
to  $495  from  $445.  Chrysler  came  out  with  his  extremely  stream- 
lined streamliners,  which  proved  too  advanced  for  the  public  taste, 
although  they  gready  influenced  subsequent  automobile  design.  At 
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Reo,  Ransom  E.  Olds,  whose  position  had  become  chiefly  honorary, 
resumed  the  active  direction  of  the  company.  Reo  was  not  turning 
out  as  many  passenger  cars  as  Olds  had  turned  out  Oldsmobiles  in 
1 90 1,  and  the  return  of  the  founder  did  not  make  any  appreciable 
difference  in  the  fortunes  of  the  company.  Willys,  still  making  cars 
as  the  court  permitted,  was  allowed  to  go  ahead  with  another  batch 
of  7,500  Whippets,  and  Willys-Overland  stock  went  from  3  cents  to 
49  cents  a  share. 

In  March  there  was  a  strike  threat  at  Fisher  Body,  Buick,  and 
Hudson,  the  (United  Auto)  workers  wanting  union  recognition, 
no  discrimination  against  union  members,  a  20  per  cent  pay  increase, 
and  overtime  counted  as  time  and  a  half.  Knudsen  said  that 
the  men  "might  as  well  reach  for  the  moon,"  and  added  that  al- 
though he  was  willing  to  negotiate  wages  and  hours  with  union 
representatives,  he  would  not  recognize  a  union  as  such  or  sign  a 
contract  with  it.  "In  fairness  to  non-union  employees,"  said  Knud- 
sen, "we  will  endeavor  to  keep  them  from  being  coerced."  General 
Motors  claimed  that  no  union  men  had  been  fired  except  organizers 
who  organized  on  the  company's  time,  and  questioned  the  right  of 
the  U.A.W.  officials  to  represent  the  men. 

Meanwhile  a  strike  had  broken  out  in  Toledo  in  the  plants  of 
the  Spicer,  Auto-Lite,  Logan  Gear,  and  Bingham  Stamping  compa- 
nies. The  men  wanted  union  recognition,  a  minimum  of  65  cents 
an  hour,  no  wage  discrimination  against  women,  and  a  25  per  cent 
pay  increase  for  machinists  and  drop  forgers.  (The  Automobile 
Parts  Code  called  for  45  cents  an  hour  minimum  for  men  and  for 
women.)  Charles  A.  Dana,  of  Spicer,  was  willing  to  negotiate,  but 
C.  O.  Miniger,  announcing  that  95  per  cent  of  his  men  had  re- 
mained "loyal,"  was  ready  for  a  fight  to  the  finish.  The  strike  was 
called  by  the  United  Auto  Workers  (A.F.  of  L.),  the  International 
Association  of  Machinists,  and  the  Brotherhood  of  Blacksmiths, 
Drop  Forgers  and  Helpers.  Before  anything  was  settled,  however, 
Philip  C.  Nash,  president  of  the  University  of  Toledo,  persuaded 
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the  men  to  go  back  to  work  with  the  understanding  that  any  terms 
finally  arrived  at  would  be  retroactive. 

But  there  was  no  chance  that  the  union  issue  could  be  peacefully 
settled.  The  National  Automobile  Chamber  of  Commerce  an- 
nounced that  the  industry  would  "protect  those  with  whom  it  dealt 
from  unlawful  coercion."  This  double  talk  meant,  in  English,  that 
the  manufacturer  would  support  any  parts-maker  who  had  a  strike 
on  his  hands.  General  Johnson  said  that  ninety-nine  out  of  one  hun- 
dred company  unions  were  not  the  free  choice  of  the  workers,  and 
called  on  the  manufacturers  to  obey  the  law.  But  Senator  Wagner 
was  already  preparing  to  introduce  the  legislation  which  now  bears 
his  name  and  the  automobile  industry,  threatened  by  a  much  more 
drastic  law  than  the  NRA,  was  in  no  mood  to  be  law-abiding.  The 
Fletcher-Rayburn  Act  (out  of  which  came  the  Securities  and  Ex- 
change Commission)  was  also  in  preparation. 

The  N.A.C.C.  said  that  the  American  Federation  of  Labor  was 
trying  to  run  the  automobile  industry,  that  such  a  procedure  was 
unpatriotic  and  un-American,  and  that  automobile  workers  should 
not  have  to  pay  dues  to  profiteering  labor  leaders.  It  said  that  the 
Fletcher-Rayburn  Act  would  establish  a  "prying  government  bu- 
reaucracy" and  that  the  Wagner  Act  would  "react  against  the 
worker  because  it  would  take  away  the  incentive  for  individual 
advancement."  Automotive  Industries  said  that  the  New  Deal 
would  not  work,  because  while  it  might  be  Fascist  and  it  might  be 
Communist,  it  evidently  was  not  American.  And  the  United  States 
Chamber  of  Commerce,  in  convention  assembled,  said  that  "busi- 
ness was  tired  of  the  calumnies  that  were  being  heaped  upon  it." 
In  April,  trouble  again  broke  out  in  Toledo.  Dana  had  come  to 
terms  with  the  Spicer  workers,  but  the  men  at  the  Auto-Lite,  Bing- 
ham Stamping,  and  Logan  Gear  works  had  struck  again.  Claiming 
that  the  picket  lines  were  manned  by  "hundreds  of  Communists," 
the  manufacturers  got  an  injunction  which  reduced  pickets  to  not 
more  than  twenty-five  at  each  gate.  Meanwhile  a  strike  broke  out  at 
the  Cleveland  and  St.  Louis  plants  of  Chevrolet  and  Pontiac,  the  is- 
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sues  being  discrimination  against  union  members,  recognition  of  the 
union,  and  pay  increases. 

The  auto  output  for  the  quarter  was  761,000  automobiles,  against 
368,000  in  the  first  quarter  of  1933. 

In  Toledo,  strikers  surrounded  the  Auto-Lite  plant  and  1,600 
"new"  workers  (that  is,  strikebreakers)  and  "loyal"  workers  stayed 
inside  all  night.  The  Ohio  National  Guard  was  then  called  out  and 
drove  the  strikers  away.  Miniger  said  he  would  refer  the  strike  is- 
sues to  the  Auto  Labor  Board,  but  in  the  meantime  continued  to  op- 
erate his  plant. 

Henry  Ford  bought  the  birthplace  of  Stephen  Foster  (Old  Ken- 
tucJ^y  Home,  et  al.)  on  Pennsylvania  Avenue,  Pittsburgh. 

Labor  unions  in  Toledo  threatened  a  general  strike.  Governor 
George  White  of  Ohio  "requested"  Miniger  to  close  the  Auto-Lite 
plant  while  negotiations  were  going  on.  Early  in  June  (after  a  strike 
of  nearly  two  months),  a  settlement  was  reached.  Miniger  agreed 
to  recognize  the  union,  although  he  made  a  separate  (but  identical) 
agreement  with  the  Auto-Lite  Council  (company  union)  and  with 
the  United  Auto  Workers.  He  also  granted  a  wage  increase  of  5 
per  cent  (the  original  demand  was  for  20  per  cent)  and  promised 
that  there  would  be  no  discrimination  against  the  strikers. 

In  the  auto  industry  itself  (as  distinct  from  the  parts  industry), 
the  unionization  movement  did  not  make  much  headway.  True, 
there  was  a  United  Auto  Workers  unit  in  nearly  every  plant.  But 
there  was  also  no  plant  without  its  company  union.  And  there  were 
many  workers  who  joined  no  organization.  The  official  theory  of 
exercising  the  collective-bargaining  principle  provided  for  the  elec- 
tion of  a  works  council.  All  the  workers  in  the  plant  were  eligible  to 
vote  for  representatives  to  this  council.  Candidates  for  the  council 
ran  as  U.A.W.  (or  some  other  outside  union)  representatives,  as 
company-union  representatives,  or  as  "unattached."  Representation 
was  proportional — that  is,  if  U.A.W.  representatives  got  5,000  votes 
and  company-union  representatives  got  4,000  votes  in  a  plant  elec- 
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tion,  and  there  was  a  nine-man  council,  the  U.A.W.  would  have 
^vt  councilmen  and  the  company  union  would  have  four.  Thus, 
even  if  the  U.A.W.  members  got  a  majority  of  the  votes,  they  could 
not  claim  to  represent  all  the  workers,  and  there  never  was  a  case 
in  which  the  management  was  confronted  with  a  council  composed 
entirely  of  outside-union  men.  In  the  1934  elections  there  were  very 
few  votes  for  either  U.A.W.  or  company-union  representatives.  A 
large  majority  of  the  workers  refrained  from  voting  and  nearly  all 
the  ballots  that  were  cast  named  representatives  of  the  "unattached." 

The  Industry  Recovers 

In  the  meantime  the  country  as  a  whole  was  continuing  to  recover 
from  the  depths  of  the  depression,  and  the  auto  industry  was  re- 
covering very  much  more  rapidly  than  the  country  as  a  whole.  Pro- 
duction for  the  first  half  of  1934  was  1,802,000  cars  against  1,081,000 
in  the  first  half  of  1933 — an  increase  of  almost  90  per  cent.  And  by 
the  first  of  October  the  industry  had  turned  out  2,500,000  cars — 
which  was  more  cars  than  had  been  made  in  any  full  year  since  1930. 

But  the  industry  was  still  dominated  by  the  Big  Three.  Ford, 
who  was  having  one  of  his  good  years,  sold  358,000  U.S.  passenger 
cars  in  the  first  seven  months  of  the  year,  compared  to  335,000  Chev- 
rolets  and  197,000  Plymouths.  Fords,  Chevrolets,  and  Plymouths 
accounted  for  about  two-thirds  of  the  total  sales,  but  Ford,  General 
Motors,  and  Chrysler  were  still  selling  more  than  90  per  cent  of  the 
industry's  output.  In  the  first  seven  months  of  1934,  for  example,  all 
companies  other  than  the  Big  Three  sold  100,000  automobiles,  which 
was  about  a  22  per  cent  increase  over  their  sales  for  the  correspond- 
ing 1933  period.  But,  in  the  same  seven  months,  Chrysler  sold  59,000 
Dodges  and  General  Motors  sold  50,000  Pontiacs.  Thus  Dodge  sales 
plus  Pontiac  sales  came  to  9,000  more  cars  than  all  the  cars  sold  by 
all  the  smaller  companies. 

The  Ford  V-8,  after  losing  $70,900,000  in  1932  and  $7,900,000  in 
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1933,  was  having  its  first  good  year,  its  sales  running  at  a  little  bet- 
ter than  twice  their  1933  totals.  In  November  the  Ford  Motor  Com- 
pany, which  had  been  comparatively  quiet  for  several  months,  issued 
a  statement  that  "The  Ford  Motor  Company  is  out  of  the  depres- 
sion." To  this  pronouncement  Ford  added  that  "the  depression 
would  soon  be  over  if  industrialists  would  forget  alphabet  schemes 
and  take  hold  of  their  industries  and  run  them  with  good,  sound, 
common  American  business  sense.  They  should  take  hold  of  their 
country,  too,  and  run  it  with  good,  sound,  American  common  sense." 
Ford  also  announced  that  "unemployment  insurance  is  one  of  the 
best  ways  of  insuring  unemployment." 

The  year's  production  for  1934  was  2,870,000  cars  and  trucks, 
against  1,986,000  cars  and  trucks  in  1933.  This  was  an  increase  of 
900,000  units,  or  41  per  cent.  Passenger-car  output  was  2,270,000, 
against  1,627,000  in  1933.  Truck  output  (which  also  was  dominated 
by  Ford,  General  Motors,  and  Chrysler)  rose  to  599,000  trucks, 
against  358,000  trucks  in  1933.  There  was  also  a  revival  in  the  auto 
export  business,  with  431,000  foreign  sales,  against  243,000  the  year 
before. 

The  Chevrolet  put  on  a  strong  finish  and  managed  to  edge  out 
Ford  with  a  world  production  (trucks  included)  of  867,000  units. 
(Ford's  total  was  859,000  units.)  In  the  U.S.  passenger-car  field,  the 
Chevrolet  had  534,000  sales  against  530,000  for  Ford.  The  total  Gen- 
eral Motors  output — including  trucks  and  foreign  sales,  was  1,204,- 
000  units,  an  increase  of  344,000  from  1933.  The  Plymouth,  with 
302,000  U.S.  sales,  had  the  smallest  increase  of  the  Big  Three,  and 
Chrysler  Corporation's  total  U.S.  passenger-car  output  was  about 
100,000  units  under  Ford.  But  the  Big  Three  sold  1,686,000  passenger 
cars  to  U.S.  buyers,  against  sales  of  171,000  cars  by  all  other  pro- 
ducers. The  "all-others"  share  of  the  business  was  now  down  to 
about  9  per  cent. 

Of  the  first  ten  makes  of  automobile  (by  U.S.  passenger-car  sales) 
in  1934,  eight  were  made  by  General  Motors,  Chrysler,  and  Ford: 
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First  Ten  in  Passenger-Car  Sales  1934 

Chevrolet    534,ooo 

Ford    530,000 

Plymouth    302,000 

Dodge     90,000 

Pontiac    72,000 

Oldsmobile     71,000 

Buick    63,000 

Studebaker    41,000 

Terraplane    40,000 

Chrysler    28,000 

Profit-increases,  however,  w^ere  not  at  all  in  proportion  to  output 
increases.  Somewhat  higher  wages  and  a  considerably  large  bill  for 
raw  materials  had  made  automobiles  more  expensive  to  produce. 
Thus  General  Motors,  in  spite  of  its  large  increase  in  volume,  made 
only  $105,679,000,  against  $88,152,000  in  1933.  Chrysler  showed  a 
profit  decrease,  the  net  dropping  from  $14,188,000  to  $3,759,000. 
And  Ford's  surplus  increased  by  only  $6,260,000,  although  his  profits 
for  the  year  were  $23,000,000. 

Of  the  smaller  companies  only  Nash,  with  a  net  income  of  $420,- 
000,  showed  a  profit.  Packard,  after  making  a  little  money  in  1933, 
lost  $7,200,000  in  1934,  its  U.S.  sales  falling  to  6,500  cars.  But  the  ma- 
jor portion  of  the  Packard  loss  resulted  from  the  company's  decision 
to  make  a  comparatively  low-priced  car.  Sponsored  largely  by  M.  M. 
Oilman,  Packard's  new  general  manager,  the  1935  Packard  was 
to  sell  at  about  $1,000.  Even  during  the  depression,  the  Packard  had 
usually  sold  for  from  $2,500  to  $3,000,  although  a  few  Packards  at 
less  than  $2,000  had  been  made.  Now,  however,  the  company  was 
to  concentrate  production  on  a  $1,000  car.  As  more  than  $6,000,000 
had  been  spent  in  experimental  work  on  the  new  model,  it  was  this 
expenditure  which  had  resulted  in  the  large  1934  deficit.  Like  the 
Chrysler  1932  deficit  (caused  by  experimental  work  on  the  six- 
cylinder  Plymouth),  Packard's  1934  loss  was  an  investment  in  the 
future. 
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In  1935,  the  pace  of  general  recovery  was  considerably  accelerated, 
and  again  the  automobile  industry  stood  at  the  head  of  the  recovery 
list.  The  Ntw  Deal  had  not  made  any  fundamental  change  in  the 
national  economy.  But  through  its  payments  to  the  farmer  and  to 
the  unemployed,  and  through  its  higher  income  taxes,  both  personal 
and  corporate,  it  was  accomplishing  something  in  the  way  of  a  re- 
distribution of  wealth.  There  was  a  good  deal  more  consumer  money 
in  circulation  than  there  had  been  in  any  year  since  1931,  and  when- 
ever consumers  have  any  excess  money  they  appear  certain  to  invest 
a  large  portion  of  it  in  automobiles. 

The  automobile  industry  also  benefited  from  the  comparative  lack 
of  auto-buying  in  the  past  several  years.  At  die  close  of  1929,  there 
had  been  23,121,000  passenger  cars  registered  in  the  United  States; 
at  the  close  of  1934,  there  were  21,532,000.  According  to  Automotive 
industries,  one-third  of  the  cars  in  use  at  the  beginning  of  1935  were 
at  least  seven  years  old.  Indeed,  auto  replacements  were  beginning 
to  become  a  matter  of  self-protection  as  well  as  a  matter  of  self- 
esteem.  And  in  1935,  with  employment  picking  up  and  with  na- 
tional income  increasing,  many  persons  who  had  been  out  of  the 
automobile  market  since  1929  or  1930  were  back  in  it  again.  The 
auto-maker  was  not  "leading  us  out  of  the  depression" — it  is  not  the 
corporations  that  make  times  good  for  the  customers,  but  the  cus- 
tomers that  make  times  good  (or  bad)  for  the  corporations.  But  the 
auto-maker  was  profiting  from  the  backlog  of  business  built  up  dur- 
ing the  worst  of  the  depression  years. 

The  major  event  of  the  early  1935  season  was  the  new  Packard. 
Called  the  Packard  120,  it  weighed  3,700  pounds,  had  a  speed  of  90 
miles  an  hour,  and  was  powered  with  an  8-cylinder  engine.  But  its 
price  was  its  distinctive  feature.  The  coupe  sold  for  I980  and  the 
five-passenger  sedan  for  $1,060.  There  were  few  other  price  changes, 
although  Willys  had  a  coupe  at  $395  and  a  sedan  at  $415.  But  Willys 
was  still  making  cars  in  odd  lots  by  court  order,  and  was  not  a 
serious  factor  in  any  competitive  sense. 

The  Fisher  "turret  top"  was  the  chief  structural  innovation.  In 
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"turret-top"  cars  there  was  no  separate  bank-panel  stamping  and 
the  entire  body  was  made  of  five  stampings  welded  into  a  unit  shell. 
From  the  roof  of  the  windshield  to  the  rear  window  was  all  one 
piece. 

The  slow  progress  of  auto  unionization  was  demonstrated  by  a 
series  of  January  elections  in  which  very  few  votes  were  cast  for 
works-council  representatives  running  as  United  Auto  Workers 
men.  On  the  other  hand,  there  were  even  fewer  votes  for  company 
unions.  Nearly  everyone  who  voted  favored  an  unattached  candi- 
date, while  thousands  took  the  simpler  method  of  evading  the  issue 
by  casting  no  vote  at  all.  At  a  Plymouth  election,  for  instance,  8,398 
votes  carried  no  affiliation;  343  were  for  the  United  Auto  Workers, 
and  only  20  for  the  Plymouth  Employees  Association.  Plymouth, 
Dodge,  Chrysler  (Highland  Park),  and  several  General  Motors 
elections  gave  34,273  "no  affiHates,"  1,847  ^^r  the  United  Auto  Work- 
ers, and  "scattering"  for  company  unions  and  for  a  few  really  inde- 
pendent organizations  not  affiliated  with  the  A.F.  of  L. 

F.  J.  Dillon,  the  Federation's  Detroit  organizer,  said  that  the  work- 
ers had  been  advised  not  to  vote  in  the  elections,  since  it  was  dan- 
gerous for  them  to  admit  their  union  sympathies.  Nevertheless,  the 
elections  encouraged  the  argument  that  the  U.A.W.  officials  did  not 
represent  the  men,  although  they  also  showed  that  the  company 
unions  had  little  worker  appeal. 

Echos  of  the  international  depression  came  from  France,  where 
the  Citroen  company  was  being  liquidated.  Andre  Citroen,  who 
liked  to  be  called  "the  French  Ford"  and  kept  a  picture  of  Ford  on 
his  desk,  had  made  about  half  the  1,500,000  cars  registered  in  France, 
as  well  as  nearly  90  per  cent  of  the  Paris  taxicabs.  In  1933,  however, 
he  had  put  $9,000,000  into  an  additional  plant,  which  was  also  quite 
superfluous,  and  the  company  had  been  in  financial  difficulties  for 
more  than  a  year. 

In  February,  Studebaker  got  out  of  its  receivership.  The  courts 
declared  the  old  corporation  insolvent,  and  allowed  no  equity  for 
either  the  preferred  or  common  stockholders.  (Put  more  plainly, 
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this  meant  that  the  old  stockholders  got  no  interest  in  the  new  com- 
pany.) The  new  company  issued  $7,000,000  in  debentures,  under- 
written by  a  banking  syndicate  headed  by  Lehman  Brothers.  The 
chief  problem  was  what  to  do  about  the  old  creditors  who  were 
owed  some  $23,000,000.  They  accepted,  however,  an  ofiFer  of  $225,- 
000  in  cash,  plus  532,000  shares  of  White  Motor,  plus  865,000  shares 
of  new  Studebaker  stock.  This  arrangement  gave  the  creditors  prac- 
tically all  the  White  company  and  about  a  40  per  cent  interest  in  the 
new  Studebaker. 

New  Studebaker  officers  were  the  old  Studebaker  receivers — Paul 
Hoffman,  president,  Harold  Vance,  production  manager,  and  Aston 
Bean  (of  White),  chairman.  Studebaker  had  sold  about  40,000  cars 
in  both  1933  and  1934,  which  was  a  very  good  volume  considering 
the  nature  of  the  times  and  the  fact  that  the  company  was  in  an 
insolvent  condition. 

Auto  workers  (but  not  A.F.  of  L.  workers)  won  their  first  big 
election  at  Hudson.  Here  there  was  a  close  battle  for  control,  and 
the  men  lined  up  either  for  the  Associated  Auto  Workers  of  Amer- 
ica or  for  the  Hudson  Independent  Association  (the  company 
union) .  The  Associated  Auto  Workers  got  2,858  votes  against  2,752 
for  the  Hudson  group.  The  Hudson  vote  showed  that  the  auto 
workers  could  be  organized  in  an  "outside"  union  and  indicated  the 
inadequacy  of  the  A.F.  of  L.  organizing  effort.  The  leadership  of 
the  latter  was,  however,  divided,  as  William  Green  talked  making 
peace  with  the  auto  workers  while  Dillon  talked  calling  a  strike 
against  company  unionism. 

The  January  output  of  the  industry  was  303,000  cars — the  best  since 
1929 — and  in  March  the  industry  got  back  over  the  400,000-a-month 
mark  with  an  output  of  425,000  cars.  Ford  had  got  away  to  a  fast 
start  and  was  running  far  ahead  of  the  Chevrolet. 

In  April  came  strike  trouble  again — and  again  in  Toledo,  where 
workers  were  exceptionally  trade-union-minded.  This  time  the  strike 
was  called  at  a  Chevrolet  plant  where  transmissions  were  made. 
The  men  wanted  a  minimum  wage  of  70  cents  an  hour,  the  exist- 
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ing  minimum  being  50  cents  an  hour.  On  the  basis  of  a  forty-hour 
week,  the  plant  had  a  f2o-a-week  minimum,  and  the  men  wanted 
$28.  The  difference  was  too  great  for  easy  settlement,  although 
Knudsen,  Dillon,  and  Edward  McGrady,  United  States  Department 
of  Labor  conciliator,  tried  to  reach  a  compromise.  Meanwhile  five 
Chevrolet  assembly  plants  in  various  parts  of  the  country  were  shut 
down  for  lack  of  transmissions. 

In  May,  South  Bend  celebrated  the  Studebaker  reorganization 
with  a  three-day  festival  culminating  in  a  victory  dinner  held  in  the 
University  of  Notre  Dame  dining-hall.  Among  the  speakers  was 
Governor  Paul  V.  McNutt,  of  Indiana.  It  was  announced  that  Stude- 
baker was  selling  5,000  cars  a  month.  John  N.  Willys,  attending  the 
Kentucky  Derby,  had  a  heart  attack  and  was  taken  to  a  Louisville 
hospital.  Ford  began  work  on  a  $4,000,000  coke  plant  at  Dearborn. 
In  the  first  quarter,  Ford's  (U.S.)  sales  were  206,000  from  101,000 
the  year  before.  Ford  was  having  a  big  year,  running  ahead  not  only 
of  Chevrolet  but  of  all  the  General  Motors  cars  combined.  The  in- 
dustry sold  568,000  cars  in  the  quarter,  but  only  39,000  were  sold  by 
companies  other  than  Ford,  General  Motors,  and  Chrysler. 

Late  in  May,  the  Toledo  Chevrolet  strike  was  settled.  The  mini- 
mum wage  was  raised  to  54  cents  an  hour,  and  everybody  got  a  pay 
increase  of  at  least  4  cents  an  hour.  But  the  U.A.W.  was  not  recog- 
nized as  the  bargaining  agent  for  the  men. 

The  outstanding  event  of  the  month  was  the  passage  of  the  Wag- 
ner Act  by  the  Senate,  the  vote  being  63  to  12.  Senator  Tydings 
failed  to  get  an  amendment  which  would  have  prohibited  "coercion 
from  any  source"  (not  merely  from  the  employer)  and  would  have 
resulted  in  wholesale  allegation  of  coercion  by  the  U.A.W.  As  the 
House  was  almost  certain  to  pass  the  Wagner  Act,  and  the  President 
was  even  more  certain  to  approve  it,  the  victory  in  the  Senate  was 
recognized  as  virtually  the  last  hurdle  (outside  the  Supreme  Court 
hurdle)  that  the  Wagner  Act  would  have  to  pass. 

Automotive  Industries  made  the  Senate  vote  the  occasion  for  an 
editorial  which  said  that  "the  fallen  monuments  to  the  exponents 
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of  Reform  or  Ruin  block  the  path  of  natural  progress  which  would 
lead  up  from  depression."  The  New  Deal  was  termed  "a  misalliance 
of  quasi -Mussolinis,  Hitlers,  and  Lenins" — a  listing  which  in  1935 
was  a  little  hard  on  Stalin.  The  editorial  closed  with  an  expression 
of  the  hope  and  the  belief  that  the  courts  would  throw  out  the 
Wagner  Act. 

Hardly  had  the  Senate  passed  the  Wagner  Act,  however,  when 
the  Supreme  Court  did  throw  out  the  National  Recovery  Act,  and 
threw  it  so  far  out  that  even  Mr.  Roosevelt  despaired  of  bringing  it 
back.  For  some  time  the  President  had  been  trying  to  get  Congress 
to  renew  the  NRA  for  another  two  years.  But  the  Court's  verdict — 
which  was  unanimously  against  the  NRA — settled  the  issue  perma- 
nently. The  Court  agreed  that,  in  the  case  before  it,^  Congress  had 
unlawfully  delegated  powers  over  intrastate  commerce,  when  the 
right  of  Congress  to  delegate  powers  was  Hmited  to  interstate  com- 
merce. The  death  of  the  NRA  of  course  brought  no  consolation  to 
the  auto  industry,  since  the  NRA  would  be  immediately  replaced 
by  the  much  more  stringent  Wagner  Act.  Members  of  the  Automo- 
tive Parts  and  Equipment  Makers  Code  Authority,  however,  de- 
cided to  continue  their  NRA  "duties"  as  a  trade  association. 

The  remainder  of  the  month  passed  quietly  except  that  the  House 
passed  the  Wagner  Act,  the  Senate  passed  the  Social  Security  Act, 
Ford  got  an  honorary  degree  from  Colgate,  and  Father  Coughlin 
attacked  auto  dealers'  contracts  as  being  one-sided.  They  were  no 
more  one-sided  than  they  had  been  for  the  past  thirty  years  (al- 
though they  certainly  were  one-sided  enough),  but  this  was  Father 
Coughlin's  first  appearance  in  the  automobile  world. 

In  July,  Andre  Citroen  died;  and  so  also  did  Ashton  Bean,  of 
White  and  Studebaker.  Coughlin  came  out  for  a  vertical  auto  union 
and  a  $2,150  annual  wage,  which  was  about  $450  more  than  the 
workers  had  been  getting  in  1929.  The  first  six  months'  output  was 

■^The  Schechter  chicken-dealer's  case.  The  Schechter  company  was  not  observing 
NRA  wage  and  hour  regulations,  but  argued,  successfully,  that  its  business  was  intra- 
state in  character. 
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2,348,000  cars,  against  1,796,000  for  the  first  six  months  of  1934.  This 
increase — which  came  to  more  than  500,000  cars — made  it  Hkely  that 
the  industry  would  register  a  4,000,000-car  year. 

At  Chrysler  Corporation,  Walter  Chrysler  became  chairman,  with 
K.  T.  Keller  moving  up  to  the  presidency.  Keller  had  been  in  the 
automobile  engineering  department  at  Westinghouse  Electric  & 
Manufacturing  in  1909,  then  had  worked  for  the  Detroit  Metal 
Products  Company  (axles),  for  Metzger,  Hudson,  Maxwell,  and 
General  Motors.  He  was  general  master  mechanic  at  Buick  under 
Chrysler,  and  had  charge  of  re-equipping  the  Buick  plant  for  muni- 
tions work  during  the  first  World  War.  In  1921  he  was  vice-presi- 
dent in  charge  of  manufacturing  at  Chevrolet.  Later  he  became 
general  manager  of  General  Motors  of  Canada,  from  which  posi- 
tion Chrysler  took  him  in  1926. 

The  big  increase  in  output  was  now  expressing  itself  in  big  profit 
increases — at  least  at  Chrysler  and  General  Motors.  Chrysler  made 
$18,659,000  on  the  half-year  (against  $8,192,000  in  six  months  of 
1934)  and  General  Motors  made  $83,729,000,  against  $69,586,000. 

The  second  half  of  the  year,  however,  began  in  the  shadow  of 
the  Wagner  Act,  which  had  finally  received  the  President's  signa- 
ture. The  Wagner  Act  did  not  do  much  more  than  restate  the  col- 
lective-bargaining principles  of  the  NRA,  but  it  did  make  those 
principles  much  more  difficult  to  evade.  It  said  that  employers  must 
not  interfere  with,  restrain,  or  coerce  attempts  at  organization,  or 
dominate  or  interfere  with  or  support  a  union;  that  they  must  not 
discriminate  among  union  and  nonunion  men;  and  that  they  must 
not  refuse  to  bargain  collectively.  There  was  still  a  major  loophole 
in  the  absence  of  any  definition  of  collective  bargaining  (for  in- 
stance, did  or  did  not  the  bill  compel  the  signing  of  a  contract  be- 
tween employer  and  employed?),  but  the  NRA  labor  provisions 
had  undoubtedly  been  greatly  strengthened. 

One  of  the  more  peculiar  of  the  many  statements  issued  at  this 
time  was  made  by  Knudsen,  who  remarked  to  a  group  of  reporters 
that  the  "general  picture"  was  improving  every  day.  Asked  whether 
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he  attributed  the  improvement  to  the  New  Deal,  Knudsen  an- 
swered, "No,  I  lay  it  to  the  Lord." 

Meanwhile,  both  General  Motors  and  Ford  were  engaged  on  a 
program  of  plant  modernization  and  of  increased  mechanization. 
General  Motors  announced  a  $50,000,000  expansion  program,  mostly 
in  machinery  and  equipment  and  a  little  in  new  buildings.  At  Buick, 
an  eighteen  months'  revamping  program  had  already  been  finished 
at  a  cost  of  $14,500,000.  Ford's  coke  plant  has  already  been  men- 
tioned. Ford  was  also  putting  $10,000,000  into  a  rolling  mill  and  a 
sheet  mill  at  the  Rouge  works.  He  was  installing  20,000,000  pounds 
of  equipment,  with  concrete  caissons  sunk  one  hundred  feet  to  bed- 
rock to  support  the  mill  stands.  It  was  this  type  of  improvement  by 
the  companies  that  had  the  money  to  spend  on  it  which  was  adding 
to  the  problems  of  the  smaller  companies  who  did  not  have  either 
$50,000,000  or  $10,000,000  to  invest  in  lower  production  costs. 

On  August  26,  1935,  John  North  Willys  died.  The  company  had 
been  in  its  receivership  for  more  than  two  years,  and  its  production 
was  still  under  10,000  cars  a  year.  But  Willys  had  undertaken  an 
almost  hopeless  job  on  his  return  from  Poland,  and  no  one  was  dis- 
posed to  criticize  him  for  Willys-Overland's  low  estate.  An  excellent 
salesman  and  promoter,  an  inveterate  optimist,  and  not  particularly 
a  production  man,  Willys  had  done  his  most  noteworthy  work  in 
the  early  years  of  the  industry.  Between  1914  and  1935,  however, 
Willys-Overland  had  turned  out  more  than  2,500,000  automobiles. 

With  the  Wagner  Act  passed  and  a  National  Labor  Relations 
Board — the  first  members  of  which  were  Joseph  Warren  Madden, 
John  Michael  Carmody,  and  Edwin  S.  Smith — the  United  Auto 
Workers  met  to  receive  an  A.F.  of  L.  charter  as  an  international  (not 
a  Federal)  union.  William  Green  wanted  to  name  the  initial  officers 
of  the  union,  and  to  exclude  all  auto  workers  who  were  already  in 
craft  unions.  Most  of  the  members  wanted  to  elect  their  own  officers 
and  were  also  thinking  along  industrial,  or  vertical,  union  lines. 
Green  was  finally  allowed  to  name  Dillon  as  first  president  of  the 
U.A.W.,  but  Homer  Martin  was  elected  vice-president,  and  a  con- 
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siderable  body  o£  union  members  (particularly  the  Toledo  and 
Cleveland  contingents)  were  openly  opposed  to  Dillon's  continued 
tenure  of  office.  The  workers  swung  immediately  into  action  by 
petitioning  the  NLRB  to  hold  an  election  at  the  Bendix  South  Bend 
plant,  the  petition  being  sent  ten  days  before  the  NLRB  was  sup- 
posed to  begin  functioning. 

Meanwhile,  the  National  Association  of  Manufacturers  and  the 
Liberty  League  declared  that  the  Wagner  Act  was  unconstitutional. 
And  Sloan,  addressing  the  Lansing  Chamber  of  Commerce,  said 
that  "we  are  not  going  to  tolerate  further  interference  with  recovery. 
.  .  .  the  depression  is  surely  behind  us  .  .  .  now  is  the  time  for 
people  to  get  back  to  sound  fundamentals  and  liquidate  panaceas 
and  discard  quack  theories." 

Interfered  with  or  not,  recovery  was  undoubtedly  making  prog- 
ress, particularly  in  the  automobile  field.  The  depression  had  not  at 
all  diminished  the  public's  desire  for  the  automobile,  and  1935  ap- 
parendy  saw  a  great  increase  in  the  number  of  people  who  could 
afford  to  gratify  the  desire.^  Output  for  the  first  ten  months  of  the 
year  was  3,316,000  cars,  against  2,628,000  in  ten  months  of  1934.  For 
the  first  nine  months,  General  Motors  made  $114,482,000,  against 
$92,445,000  in  the  corresponding  1934  period. 

The  year  closed  in  a  flurry  of  union  activity.  Following  a  com- 
plaint against  the  Fruehauf  Trailer  Company  for  discharging  seven 
men  for  union  activity,  the  NLRB  ordered  the  Trailer  company  to 
reinstate  the  men  and  also  to  stop  employing  detectives.  This  was 
a  moral  victory  for  the  union,  but  Fruehauf  promptly  appealed  the 
decision  to  a  Federal  court.  William  Green  and  the  Toledo  auto 
workers  had  a  falling  out  when  the  workers  wanted  a  city-wide 
union  and  Green  held  out  for  a  separate  unit  in  each  plant. 

In  December  a  most  significant  event  attracted  almost  no  atten- 

*  In  some  portions  of  the  country,  dealers  were  operating  on  a  barter  system.  Dur- 
ing an  August  "sales  drive,"  a  Chevrolet  dealer  in  Franklin,  West  Virginia,  said  he 
had  taken  in  the  follovi^ing  items:  i,ooo  head  of  catde;  300  sheep;  150  chickens;  200 
bushels  of  wheat;  20  hams;  10  horses;  75  hogs;  3  shotguns;  i  ton  of  wool;  i  ox 
yoke;  i  bearskin;  2  foxhounds;  i  manure -spreader. 
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tion.  At  a  parts-making  plant  (Motor  Products,  Inc.)  several  men 
who  belonged  to  the  Mechanics  Educational  Society  and  to  the  As- 
sociation of  Auto  Workers  of  America  went  on  strike.  The  issue  did 
not  directly  concern  those  Motor  Products  workers  who  belonged 
to  the  U.A.W.,  but  the  U.A.W.  men  went  on  strike  with  the  other 
workers.  Furthermore,  they  stayed  in  the  plant  while  refusing  to 
do  any  work — that  is,  they  held  a  sitdown  strike.  The  dispute  at 
Motor  Products  was  quickly  settled,  and  the  entire  affair  was  given 
only  routine  attention  in  the  automobile  press.  It  was,  however  (as 
nearly  as  the  writer  can  determine)  the  first  instance  of  a  sitdown 
strike  in  the  automobile  industry. 

When  the  final  returns  for  1935  were  in,  the  figures  showed  a 
truly  remarkable  increase  in  auto  output.  The  industry  made  a 
4,ooo,ooo-car  year  with  something  to  spare,  turning  out  3,425,000 
cars  and  756,000  trucks  for  a  total  production  of  4,182,000  units.  This 
was  an  increase  of  nearly  1,300,000  cars  and  trucks  from  1934 — an 
increase  of  roughly  45  per  cent.  And,  for  the  first  time  since  1930, 
the  manufacturer  took  in  more  than  $2,000,000,000,  realizing  $1,800,- 
000  on  his  passenger  cars  and  nearly  $400,000,000  on  his  trucks. 

Ford's  world  output  was  1,335,000  cars  and  trucks,  an  increase  of 
almost  500,000  units  from  1934.  General  Motors  had  a  world  out- 
put of  1,715,000 — also  an  increase  of  about  500,000  units.  And  Chrys- 
ler's world  output  was  just  under  850,000  cars  and  trucks,  about 
250,000  more  than  in  the  previous  year.  The  three  companies  to- 
gether produced  about  3,900,000  cars  and  trucks,  leaving  the  rest  of 
the  industry  out,  as  usual,  in  the  cold. 

In  the  U.S.  passenger-car  field,  Ford  had  sales  of  826,000  cars, 
Chevrolet  sales  of  656,000,  and  Plymouth  sales  of  382,000.  The  Ford 
Motor  Company  had  828,000  U.S.  passenger-car  sales  (the  other 
2,000  were  Lincolns);  General  Motors  had  1,052,000;  and  Chrysler 
629,000.  All  the  other  companies  sold  233,000  cars,  and  were  dovm 
to  8.5  per  cent  of  total  sales.  They  did,  however,  sell  62,000  more 
cars  in  1935  than  in  1934. 

The  $1,000  Packard  was  the  success  of  the  year,  with  sales  of 
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36,700  cars  against  6,500  in  1934.  And  Packard  made  a  profit  of 
$3,316,000 — the  first  respectable  profit  that  any  o£  the  smaller  com- 
panies had  turned  in  since  1931.  Hudson  cleared  $588,000  and 
produced  74,000  Hudsons  and  Terraplanes,  but  none  o£  the  other 
"independents"  had  yet  reached  the  break-even  point.  The  new 
Studebaker  company  lost  $1,971,000  between  March  31  and  Decem- 
ber 31. 

So  the  profits  again  went  to  the  rich.  General  Motors,  with  sales 
again  over  the  $1,000,000,000  mark,  made  $167,226,000,  not  much  less 
than  twice  its  $94,769,000  profit  in  1934.  Chrysler  made  $34,975,000, 
which  was  nearly  four  times  its  1934  profit  (of  $9,534,000)  and  was 
also  the  best  year's  profit  that  Chrysler  had  ever  experienced.  (The 
company  had  made  $21,902,000  in  1929  and  $30,991,000  in  1928.) 
Chrysler's  return  to  better  than  1929  figure  was  of  course  the  result 
of  the  Plymouth's  development  into  a  400,000-car-a-year  automobile. 
Chrysler's  1935  output  nearly  doubled  its  1929  output,  the  1935 
Plymouth  coming  close  to  equaling  total  Chrysler  Corporation  sales 
in  1929,  the  previous  record  (in  volume)  year. 

Ford  showed  only  a  $2,700,000  increase  in  surplus — an  astonish- 
ingly small  return  for  such  a  successful  year,  but  his  profits  were 
$20,000,000  according  to  the  government  report. 

In  the  three  years  from  January  i,  1933,  to  December  31,  1935,  the 
automobile  industry  had  recovered  with  astonishing  rapidity.  From 
a  production  of  less  than  1,500,000  cars  and  trucks  in  1932  it  had 
reached  a  production  of  more  than  4,000,000  cars  and  trucks  in  1935. 
Yet  this  recovery  was  remarkably  uneven.  In  1935,  General  Motors 
sold  almost  as  many  cars  as  it  sold  in  1929  and  made  about  two- 
thirds  as  much  profit.  Chrysler,  as  we  have  seen,  was  far  ahead  of 
the  boom  days  in  both  output  and  net  income.  Ford  was  not  pro- 
ducing much  more  than  half  as  many  cars  as  he  had  made  in  his 
best  years,  and  his  profits  seemed  to  be  almost  incredibly  small. 
Still,  nobody  who  is  selling  1,000,000  cars  a  year  is  on  his  way  to 
any  financial  crisis. 

But  the  other  companies  were  still  in  a  depressed  state.  Willys- 


2^6  THE  AUTOMOBILE  INDUSTRY 

Overland  remained  in  its  receivership.  Studebaker  was  again  sol- 
vent, but  the  new^  company  w^as  losing  money.  Nash  had  held  onto 
his  cash  and  securities,  but  his  volume  had  gone  to  pieces  and  he 
was  doing  well  to  hold  down  his  deficits.  Packard  had  saved  itself 
with  its  $1,000  car.  Hudson  had  the  best  volume  of  the  smaller  com- 
panies, but  was  still  running  at  a  deficit  of  several  million  dollars 
a  year.  Hupp  was  solvent  enough,  but  its  working  capital  was 
running  down  and  production  was  tapering  off  to  the  point  of  ex- 
tinction. The  late  Archie  Andrews,  whose  presence  rarely  proved 
profitable  to  any  company,  had  bought  into  Hupmobile,  and  the 
company's  history  had  become  a  series  of  quarrels  between  the 
Andrews  group  and  the  old  guard. 

There  was  no  evidence  that  the  Big  Three  had  used  any  unfair 
methods  to  put  the  smaller  companies  down  and  keep  them  in  a 
subordinate  position.  Chrysler,  indeed,  had  made  an  opportunity 
out  of  the  depression.  The  other  companies  had  suffered  from  their 
inability  or  their  reluctance  to  go  into  the  lowest-priced  field,  or — 
particularly  in  the  case  of  Willys-Overland — from  inability  to  stand 
the  competition  in  that  strenuous  bracket.  With  the  recovery,  and 
with  the  revival  of  the  middle-priced  field,  the  independents  did  not 
have  the  money  to  go  into  quantity  production,  and  in  the  mean- 
time the  reputations  of  General  Motors  and  Chrysler  had  become 
so  overshadowing  that  competition  with  them  had  become  difficult. 

Both  from  a  psychological  and  from  a  practical  standpoint,  the 
auto-buyer  hesitated  to  purchase  a  car  from  a  company  which  had 
been  a  major  victim  of  the  depression.  The  Dodge,  the  Pontiac,  and 
the  Oldsmobile  got  the  bulk  of  the  medium-price  business,  partly 
because  Chrysler  and  General  Motors  were  the  successful  companies 
in  the  depression  years  and  had  the  money  to  advertise  their  "lead- 
ership" in  a  big  way;  partly  because  there  was  no  telling  when  the 
independent  car  might  become  an  "orphan,"  with  its  maker  and  its 
dealers  out  of  business  and  no  place  to  get  service  or  replacement 
parts  or  a  "good  deal"  on  a  trade-in.  Under  the  circumstances,  in- 
deed, and  after  the  first  collapse  of  volumes  in  1930,  such  companies 
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as  Studebaker  and  Hudson  hung  on  to  the  remains  of  their  follow- 
ing with  remarkable  tenacity. 

The  concentration  of  the  automobile  business  in  the  hands  of 
General  Motors,  Ford,  and  Chrysler  was  the  most  significant  de- 
velopment (aside,  of  course,  from  the  survival  of  the  industry)  dur-^ 
ing  the  depression  years.  From  a  strictly  economic  standpoint,  the 
battle  with  the  United  Auto  Workers  was  not  as  important  as  the 
furor  surrounding  it  indicated;  the  unions  never  threatened  to  get 
"control"  of  the  industry  and  some  restoration  of  predepression 
wages  was  inevitable  during  the  recovery  period.  But  it  was  "por- 
tentous, and  a  thing  of  state"  that  a  dozen  strong  companies  had 
gone  into  the  depression  and  only  three  had  survived  it  with  any 
measure  of  success.  By  1935  the  steel  industry,  which  had  nourished 
monopolistic  tendencies  for  the  past  thirty-five  years,  was  far  more 
competitive  from  a  production  standpoint  than  the  automobile  in- 
dustry, which  from  its  beginning  had  represented  individual  enter- 
prise and  competitive  capitalism  in  an  almost  undiluted  form. 
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NINETEEN  thirty-six,  the  fourth  year  of  Roosevelt,  was  also 
the  fourth  year  of  marked  business  improvement.  In  addition 
to  its  relief  and  farm  payments,  the  New  Deal  made  an  involuntary 
contribution  to  consumer  prosperity  by  paying  the  World  War  vet- 
erans a  $2,000,000,000  bonus.  Big  business  was  still  thoroughly  op- 
posed to  the  New  Deal,  and  still  determined  to  deny  that  any 
substantial  recovery  had  taken  place.  Yet  the  chief  criticism  of  the 
recovery  was  the  fact  that  so  much  of  it  had  been  monopolized  by 
the  larger  corporations.  The  small  businessman  was,  to  be  sure,  bet- 
ter oif  than  he  had  been  in  1932,  but  he  was  not  nearly  as  well  off 
as  figures  for  total  industrial  activity  and  production  indicated.  Un- 
employment still  made  a  big  gap  in  mass  purchasing  power  and 
milUons  of  persons  who  were  statistically  employed  worked  such  a 
short  week  that  they  might  better  have  been  considered  part-time 
workers.  Meanwhile  the  Administration,  never  distinguished  for  its 
penetrating  grasp  of  economic  problems,  was  firmly  convinced  not 
only  that  the  depression  was  over,  but  that  it  was  over  because  the 
New  Dealers  had  "planned  it  that  way." 

The  automobile  industry  itself  gave  an  excellent  example  of  the 
fact  that  the  recovery  had  its  superficial  aspects.  As  a  result  of  1935's 
improved  production,  dealers  went  into  the  new  year  with  more 
than  600,000  used  cars  on  hand.  And  though  optimistic  auto-makers 
were  predicting  that  1936  would  be  a  5,000,000-car  year,  it  was  ob- 
vious that  5,000,000  new  cars  could  not  be  sold  without  also  selling 
some  8,000,000  used  cars.  Whether  there  were  13,000,000  auto-buyers 
in  the  United  States  in  1936,  no  matter  at  what  prices  or  on  what 
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terms,  was  extremely  doubtful.  As  soon  as  the  industry  began  to 
operate  on  something  approaching  a  boom-time  basis,  all  the  prob- 
lems of  the  boom-time  era  promptly  returned  to  plague  it. 

The  year  started  poorly  when  Hupp  shut  down  for  lack  of 
working  capital.  There  were  no  unpaid  creditors,  no  receivers,  no 
"reorganization":  the  company  simply  stopped  making  automobiles 
because  it  did  not  have  the  money  (and  either  would  not  or  could 
not  borrow  it)  to  meet  its  pay-roll  and  merchandise  obligations. 
Only  7,500  Hupmobiles  had  been  sold  in  1935,  and  the  company 
was  running  down  like  a  clock  that  someone  has  forgotten  to  wind. 
More  constructive  news  came  when  Willys-Overland  was  allowed 
to  go  ahead  on  the  production  of  15,000  automobiles,  a  schedule 
which  prompted  rumors  of  an  early  end  to  the  Willys-Overland 
receivership. 

In  February,  William  Crapo  Durant  filed  a  bankruptcy  petition 
in  which  he  Hsted  $914,000  of  liabilities  and  $250  of  assets.  At  Pon- 
tiac,  a  thousand  citizens  gave  Alfred  P.  Sloan,  Jr.,  a  dinner,  at  which 
they  presented  General  Motors  with  a  life-sized  portrait  of  Chief 
Pontiac,  the  Ottawa  Indian  for  whom  the  city  had  been  named. 
The  picture  had  been  bought  with  90,000  pennies  collected  in  a 
penny-subscription  campaign.  Sloan  told  the  diners  that  he  was  out 
of  sympathy  with  those  who  said  that  technical  advances  had  thrown 
many  workers  out  of  employment.  "It  is  true  that  this  is  happening 
all  the  time,"  said  Sloan,  "but  we  do  not  seem  to  consider  how  much 
the  elimination  of  men  reduces  the  cost  of  goods  and  services." 

The  major  news  of  the  month,  however,  was  provided  by  a  series 
of  sitdown  strikes  at  Akron.  The  strikes  began  at  the  Firestone 
plant  over  the  case  of  a  union  worker  who  was  fired  after  having 
had  a  fight  with  a  nonunion  worker.  After  three  days,  the  sitdown 
was  called  off  when  the  company  agreed  to  arbitrate  the  case,  but 
meantime  1,200  men  had  succeeded  in  shutting  down  the  whole 
plant. 

The  sitdown  strike  spread  to  Goodyear,  but  here  the  sitdowners 
were  given  fifteen  minutes  in  which  to  go  back  to  work  or  be  fired, 
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and  went  back  to  work.  This  looked  like  a  triumph  for  Paul  Litch- 
field (Goodyear  president),  but  the  Goodyear  strike  had  arisen  on 
the  very  serious  issue  of  protesting  a  lo  per  cent  pay  cut.  In  1936, 
the  workers  were  in  no  mood  to  accept  pay  reductions,  and  Good- 
year's  troubles  were  far  from  over.  There  was  also  a  brief  sitdown 
strike  at  Goodrich,  the  other  major  Akron  tire  company,  but  this 
one  was  called  off  in  less  than  forty-eight  hours.  Goodyear,  Good- 
rich, and  Firestone  made  about  75  per  cent  of  the  tires  sold  directly 
to  auto  manufacturers  as  original  equipment  for  new  cars :  most  of 
the  remaining  tires  were  made  by  United  States  Rubber,  whose  main 
tire  plant  was  in  Detroit.  Tire  workers  belonged  not  to  the  United 
Auto  Workers  but  to  the  United  Rubber  Workers  (A.F.  of  L.), 
which  claimed  a  membership  of  25,000.  The  tire  workers  were  con- 
siderably more  militant  than  their  union  officers,  most  of  whom  re- 
garded the  sitdown  with  distinct  disapproval. 

On  February  16,  Roy  D.  Chapin  died  of  pneumonia  at  the  Henry 
Ford  Hospital.  Chapin's  best  year  had  been  in  1925,  when  he  priced 
his  Hudson  and  Essex  closed  models  at  the  same  figure  as  his  open 
cars  and  concentrated  95  per  cent  of  his  sales  in  a  single  low-priced 
coach.  The  company  had  been  a  heavy  depression  loser,  although 
its  volume  remained  higher  than  that  of  any  company  outside  the 
Big  Three.  Chapin  was  succeeded  by  A.  Edward  Barit,  vice-presi- 
dent, treasurer,  and  general  manager.  Barit  had  been  with  Hudson 
since  the  formation  of  the  company  in  191 0. 

In  March  a  new  strike  broke  out  in  Akron  at  Goodyear's.  The 
major  demand  was  for  the  revoking  of  the  10  per  cent  pay  cut,  al- 
though the  company  was  also  asked  not  to  extend  the  working  week 
(36  hours)  and  to  stop  supporting  the  Goodyear  Industrial  Assem- 
bly. The  strike  started  as  a  sitdown,  but  the  strikers  soon  moved  out- 
side the  plant.  There,  however,  they  picketed  in  large  numbers. 
Goodyear  got  an  antipicketing  injunction.  The  strikers  not  only  ig- 
nored the  injunction,  but  massed  so  thickly  at  the  plant  gates  that 
nobody  could  get  either  in  or  out.  Several  hundred  "loyal"  workers, 
including  Litchfield,  remained  in  the  plant  for  ten  days.  Akron  po- 
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lice  were  unable  to  dislodge  the  strikers,  and  Governor  Martin 
Davey  refused  to  call  out  the  Ohio  National  Guard.  Many  of  the 
pickets  were  armed  with  tenpins  taken  from  near-by  bowling  alleys. 
An  Akron  "Law  and  Order"  league  was  formed  with  the  intention 
of  marching  on  the  strikers,  but  at  this  point  the  company  called  off 
the  wage  cut  and  the  strikers  went  back  to  work. 

By  this  time  the  tire  manufacturers  and  the  tire  workers  were  on 
altogether  bad  terms  and  both  Goodyear  and  Goodrich  threatened  to 
leave  Akron  entirely  and  move  their  plants  to  some  city  where  work- 
ers were  more  amenable.  The  tire  companies  had  too  large  an  in- 
vestment in  their  Akron  plants  for  them  to  fold  their  tents  like  the 
Arab,  but  they  also  had  factories  in  other  parts  of  the  country.  Thus, 
although  they  could  not  desert  Akron,  they  did  have  the  ability  to 
keep  employment  high  outside  of  Akron  and  low  in  Akron  itself. 
Goodyear  began  to  put  on  new  (nonunion)  men  in  its  plant  at 
Gadsden,  Alabama  (a  town  to  which  the  organizing  movement  had 
not  yet  reached),  while  many  Akron  rubber  workers  were  still  un- 
employed. 

In  the  meantime  the  United  Auto  Workers  were  breaking  away 
from  American  Federation  of  Labor  control.  In  April,  the  U.A.W., 
meeting  in  South  Bend,  voted  Dillon  out  of  the  presidency  and 
Homer  Martin  in.  Dillon's  position,  never  too  secure,  had  become 
untenable  after  his  insistence  upon  a  plant-by-plant  organization 
(instead  of  a  city-wide  unit)  in  Toledo.  The  U.A.W.  program  in- 
cluded a  thirty-hour  week  (to  make  more  jobs  and  to  share  the 
work),  the  aboHshing  of  piecework,  collective  bargaining,  seniority 
rights,  and  general  pay  increases. 

Auto  output  and  sales  were  running  far  ahead  of  1935,  except  for 
the  unpredictable  Ford,  who,  after  two  excellent  years,  was  having  a 
very  bad  year  indeed.  For  the  first  four  months  of  1936,  Chevrolet 
sold  313,000  cars,  against  183,000  in  the  same  1934  period,  but  Ford 
was  down  to  247,000  cars  from  309,000  the  year  before.  The  inde- 
pendents were  picking  up  a  little,  with  Studebaker  selling  20,000  cars 
in  four  months  (a  rise  from  12,000  in  four  months  of  1935).  Nash 
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had  a  first-quarter  profit  of  $353,000,  which  was  a  great  improvement 
over  the  $556,000  deficit  in  the  first  quarter  of  1935. 

For  the  first  half,  the  output  of  the  industry  was  2,595,000  cars  and 
trucks,  an  increase  of  more  than  1,000,000  cars  and  trucks  over  the 
first  half  of  1935.  The  six-month  production  was  also  at  the  rate  of  a 
little  more  than  5,000,000  cars  for  the  year.  Chrysler  made  $29,473,000 
in  six  months  and  General  Motors  made  $140,000,000.  Both  were 
running  considerably  ahead  of  the  profits  in  any  previous  year,  1928 
and  1929  included. 

The  second  half  opened  with  more  Goodyear  trouble.  When 
Goodyear  began  transferring  work  to  its  Gadsden  plant,  the  tire 
union  began  to  organize  the  Gadsden  workers.  This  response  was 
displeasing  not  only  to  Goodyear  but  to  a  portion  of  the  citizens  of 
Gadsden.  So  the  rubber-union  organizer  and  eleven  union  members 
were  cornered  in  a  Gadsden  office  building  and  beaten  up.  When 
the  NLRB  accused  Goodyear  of  complicity  in  the  mobbing,  the  tire 
company  denied  having  had  any  part  in  it. 

Continued  improvement  in  the  auto  business  finally  brought 
about  the  reorganization  of  Willys-Overland.  E.  H.  Rollins  &  Com- 
pany of  New  York  underwrote  a  $6,350,000  stock  issue,  old  Willys- 
Overland  creditors  took  stock  in  the  new  company,  and  Willys- 
Overland  made  a  new  start  in  life.  Miniger  (of  Auto-Lite)  and  Mrs. 
Isobel  Willys  (first  wife  of  the  late  John  Willys)  were  reputedly  the 
largest  Willys-Overland  stockholders.  With  a  coupe  selling  for  less 
than  $400,  Willys-Overland  needed  an  astonishing  volume  increase 
to  make  an  appreciable  profit,  but  at  any  rate  the  company  would  no 
longer  require  a  court  order  before  building  any  cars. 

In  September,  the  unions  belonging  to  the  Committee  for  Indus- 
trial Organization  left  the  American  Federation  of  Labor,  and  the 
United  Auto  Workers  joined  the  Committee  for  Industrial  Organi- 
zation. The  U.A.W.  thus  gained  the  support  of  John  L.  Lewis  and 
the  C.I.O.  and  identified  itself  with  an  organization  committed  to 
the  industrial  union.  The  manufacturers  promptly  tagged  Lewis  and 
the  C.I.O.  as  "radicals"  and  prepared  to  fight  a  more  strenuous  labor 
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program  than  had  developed  under  die  leadership  of  William  Green 
and  the  A.F.  of  L. 

The  closing  months  of  1936  did  indeed  see  an  epidemic  of  strikes, 
in  the  midst  of  which,  however,  there  occurred  one  corporate  de- 
velopment of  some  importance.  This  was  the  rather  surprising 
merger  between  Nash  and  the  Kelvinator  Company,  which  made 
electric  refrigerators.  With  a  cash  and  securities  item  of  more  than 
$30,000,000,  the  Nash  company  would  have  been  a  welcome  partner 
for  almost  any  corporation,  but  there  seemed  to  be  little  natural 
affinity  between  gasoline  and  ice  cubes.  Probably  Nash  was  tired  of 
the  responsibility  for  his  auto  company  and  felt  that  with  Kelvinator 
it  would  be  in  good  hands.  At  any  rate,  George  W.  Mason,  chair- 
man of  Kelvinator,  became  president  of  Nash-Kelvinator,  while 
Nash  became  chairman  of  the  new  concern.  The  deal  was  arranged 
on  the  basis  of  exchanging  1%  shares  of  Nash  for  i  share  of  Kelvi- 
nator stock.  The  Nash  company  had  lost  about  $4,000,000  in  the  past 
three  years  (although  it  was  making  money  in  1936);  Kelvinator 
had  made  about  $4,000,000  in  the  same  period.  On  the  other  hand, 
Kelvinator  had  never  made  as  much  as  $2,000,000  a  year,  whereas 
in  happier  days  Nash  had  more  than  once  cleared  $20,000,000  in 
twelve  months. 

Early  in  December,  the  strike  movement  resumed  with  a  sitdown 
at  the  Midland  Steel  Products  Company,  which  made  (among  other 
things)  frames  for  Chrysler.  The  men  wanted  union  recognition 
plus  a  20  per  cent  pay  increase.  The  company,  unusually  reasonable, 
consented  to  recognize  the  union,  but  refused  the  increased  pay. 
But  a  compromise  was  soon  arranged  on  the  basis  of  a  10  per  cent 
increase,  and  Midland  Products  again  began  shipping  Chrysler 
frames. 

More  serious  was  a  strike  in  the  plate-glass  business.  (The  auto 
industry  used  so  much  glass  that  the  glass  business  had  become  prac- 
tically an  automobile  accessory.)  This  strike  began  at  the  Pittsburgh 
Plate  Glass  Company,  but  after  Pittsburgh  Plate  had  been  shut  down 
for  some  weeks,  Chrysler  transferred  an  order  from  Pittsburgh  Plate 
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to  its  chief  competitor,  Libby-Owens-Ford  of,  of  all  places!  Toledo. 
The  Toledo  glass  workers  saw  no  merit  in  scabbing  on  the  Pitts- 
burgh glassworkers,  so  they  went  on  a  sympathetic  strike  which  tied 
up  Libby-Owens-Ford's  Toledo,  Charleston,  West  Virginia,  and 
Shreveport,  Louisiana,  plants.  As  Pittsburgh  Plate  and  Libby-Owens- 
Ford  between  them  made  85  per  cent  of  the  safety  glass  and  93  per 
cent  of  the  plate  glass  manufactured  throughout  the  United  States, 
the  national  glass  industry  (except  for  the  common  variety  of 
window  glass)  was  pretty  thoroughly  shut  down.  Meanwhile  the 
Libby-Owens-Ford  workers  drew  up  their  own  list  of  grievances 
(quite  distinct  from  the  Pittsburgh  Plate  Glass  complaints)  and  so 
were  striking  in  their  own  right  as  well  as  sympathetically.  John  D. 
Diggers  (who  was  later  to  take  President  Roosevelt's  unemployment 
census  and  is  currently  helping  Knudsen  with  national  defense)  said 
the  demands  included  exclusive  bargaining,  seniority  rights,  a  10  per 
cent  wage  increase,  and  "a  long  string  of  fantastic  propositions." 

While  these  strikes  were  going  on,  there  was  a  sitdown  strike  at 
the  Bendix  plant.  As  you  will  remember  (page  273),  Bendix  work- 
ers had  petitioned  the  NLRB  for  a  labor-union  election  at  Bendix. 
Vincent  Bendix  did  not  want  to  hold  an  election,  and  the  issue  got 
into  the  courts.  There  a  Federal  judge  declared  the  Wagner  Act 
"unconstitutional  in  its  entirety"  and  forbade  the  NLRB  to  hold  a 
Bendix  election.  Having  unsuccessfully  tried  to  work  through  the 
Wagner  Act,  the  Bendix  workers  decided  to  see  what  they  could  do 
by  more  direct  action,  and  the  sitdown  strike  was  the  logical 
result.  Later  in  the  same  month  (December)  there  was  a  sitdown 
strike  at  the  Aluminum  Company  of  America's  Detroit  plant.  The 
men  wanted  union  recognition  and  a  pay  increase;  the  management 
refused  to  open  any  negotiation  while  the  sitdowners  were  still  in  the 
plant. 

In  the  final  week  of  December,  Homer  Martin  sent  a  telegram  to 
William  Knudsen  alleging  that  General  Motors  was  discharging 
union  workers  and  otherwise  discriminating  against  union  men. 
Knudsen  told  him  to  take  the  trouble  up  with  the  individual  plant 


REPETITION  OF  A  PATTERN  28s 

managers.  It  was  this  exchange  of  telegrams  that  led  to  the  U.A.W.- 
General  Motors  strike  o£  1937  and  ushered  in  the  climactic  period  of 
the  auto  organizing  movement. 

But  inasmuch  as  the  year  end  intervened  betvv^een  the  spark  and 
the  powder,  let  us  look  briefly  at  the  results  of  1936  before  going  into 
the  excitement  of  1937. 

As  has  already  been  suggested,  1936  saw  another  large  increase  in 
auto  output,  production  coming  to  4,616,000  cars  and  trucks,  against 
4,125,000  in  1935.  Passenger-car  totals  reached  3,807,000  cars,  against 
3,387,000  in  1935.  And  U.S.  passenger-car  sales  were  3,404,000  cars, 
an  increase  of  about  650,000  cars  from  the  previous  year. 

Since  Ford  continued  to  run  far  below  normal  throughout  the 
year,  nearly  all  the  increased  business  was  landed  by  General  Motors 
and  Chrysler.  On  a  world-production  basis.  General  Motors  turned 
out  2,037,000  cars  and  trucks,  for  the  biggest  volume  year  in  its  his- 
tory. Even  the  1929  output  (1,900,000  units)  was  exceeded  by  more 
than  100,000  cars  and  trucks.  In  U.S.  passenger-car  sales,  the  Gen- 
eral Motors  1936  record  of  1,446,000  cars  beat  1935  by  394,000  cars 
and  1929  by  175,000  cars.  And  the  Chevrolet  sold  930,000  U.S.  pas- 
senger cars  against  780,000  in  1929.  General  Motors  cleared  $238,- 
482,000  on  the  year  (against  $247,000,000  in  1929  and  $276,000,000  in 
1928).  Because  prices  were  lower  and  profit  margins  smaller  than 
in  1929,  the  same  number  of  cars  sold  in  1936  did  not  yield  the  same 
or  as  much  profit.  It  must  have  been  this  circumstance  that  caused 
Sloan  and  other  General  Motors  executives  to  complain  so  con- 
stantly, because  there  was  certainly  no  other  financial  aspect  of  their 
business  that  could  have  given  them  any  ground  for  dissatisfaction. 

As  for  Chrysler  Corporation,  the  company  made  $62,110,000  on 
the  year — almost  exactly  three  times  its  1929  profit  and  a  little  more 
than  twice  the  profit  in  1928,  Chrysler's  best  previous  year.  In  the 
U.S.  passenger-car  field,  Plymouth  sales  went  to  499,000  cars  (from 
382,000  in  1935)  and  Chrysler  Corporation  sold  851,000  cars  in  1936, 
against  629,000  in  1935  and  344,000  in  1929.  It  should  perhaps  be 
noted  that  Walter  Chrysler  indulged  in  very  few  public  statements 
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of  any  variety,  and  in  none  which  pictured  the  New  Deal  as  a  threat 
to  the  profit  system  or  a  menace  to  the  national  welfare. 

Ford's  world  output  was  1,194,000  cars  and  trucks,  with  his  U.S. 
passenger-car  sales  down  to  748,000  cars,  a  decline  of  78,000  cars 
from  1935  (and  of  nearly  600,000  cars  from  1929).  Ford's  profits, 
however,  showed  the  first  increase  since  1930,  going  up  to  $23,000,000. 

Both  General  Motors  and  Chrysler  benefited  particularly  by  their 
position  as  suppliers  of  "a  car  for  every  price  class."  There  was  a 
very  notable  increase  in  sales  of  medium-priced  cars  (which,  indeed, 
is  where  Ford's  lost  sales  may  have  gone).  Thus  Chrysler  sold 
248,000  Dodge  cars,  against  178,000  the  year  before;  while  1936  sales 
of  Buick,  Pontiac,  and  Oldsmobile  totaled  509,000  cars,  against 
376,000  in  1935. 

The  1936  prosperity  was  so  pronounced  that  even  the  smaller 
companies  got  some  of  it,  although  they  were  still  making  less  than 
10  per  cent  of  total  U.S.  passenger-car  sales.  The  f  1,000  Packard  had 
a  remarkably  fine  year,  with  a  sale  of  68,000  cars  and  a  net  income 
of  $7,053,000.  Hudson  sold  78,000  Terraplanes  and  28,000  Hudsons 
for  what  amounted  to  100,000  sales  and  a  net  of  $3,306,000  on  the 
year.  Studebaker  made  $2,187,000  on  sales  of  67,000  cars;  Nash 
cleared  $1,021,000  on  43,000  sales;  Graham  reduced  its  deficit  to 
$470,000  on  sales  of  16,400  cars.  The  independents  sold  321,000  cars, 
against  233,000  cars  in  1935. 

Yet  Packard,  Hudson,  Studebaker,  and  Nash — the  four  profit- 
making  independents — made  only  $13,567,000  on  the  year.  In  their 
best  years,  any  one  of  the  four  would  have  almost  doubled  this 
amount.  Meanwhile,  General  Motors  and  Chrysler  showed  an  even 
$300,000,000  profit  in  1936,  which  was  almost  exactly  $100,000,000 
more  than  these  same  two  companies  had  made  in  1935  and  approxi- 
mately their  earnings  in  1928,  their  best  previous  profit  year. 

Even  though  the  automobile  show  was  now  held  in  November, 
the  auto  industry  usually  had  rather  a  quiet  month  in  what  was 
still  the  first  calendar  year.  But  there  was  nothing  quiet  about  Janu- 
ary, 1937.  On  December  30,  1936,  a  sitdown  strike  broke  out  at  the 
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Fisher  Body  Plant  (Fisher  No.  2)  in  Flint,  and  when  the  new  year 
opened  Fisher  plants  in  Atlanta,  Kansas  City,  and  Cleveland  were 
also  on  strike.  The  immediate  cause  of  the  strike  was  the  demotion 
of  two  inspectors  who  had  been  wearing  union  buttons.  The  spread 
of  the  strike  to  other  General  Motors  plants  brought  out  the  con- 
flict between  the  company's  insistence  on  a  plant-by-plant  negotia- 
tion and  the  men's  determination  to  reach  a  company-wide  settle- 
ment. Then  Sloan  said  he  would  not  deal  with  strikers  who  were 
occupying  plants,  and  the  men  said  that  they  would  not  leave  the 
plants  unless  General  Motors  agreed  to  keep  the  plants  shut  during 
negotiations.  When  this  condition  was  refused,  a  deadlock  devel- 
oped. James  F.  Dewey,  Federal  Conciliator,  and  Frank  Murphy, 
Governor  of  Michigan,  attempted  to  mediate,  but  the  strike  soon 
spread  to  twenty  plants,  with  74,000  workers  idle. 

Judge  Edward  D.  Black  issued  an  injunction  against  the  Flint 
strikers,  but  the  sitdown  continued  in  spite  of  it.  Homer  Martin 
announced  that  the  Nash,  Studebaker,  Graham,  and  Willys  workers 
were  100  per  cent  organized,  and  that  the  Chrysler,  Hudson,  and 
Packard  managements  were  "fair"  to  the  union — that  is,  were  not 
trying  to  prevent  organization.  One  policeman  and  two  pickets 
were  injured  in  Cleveland.  By  mid-January,  115,000  workers  were 
on  strike  or  were  idle  because  of  the  strike. 

The  U.A.W.  had  now  formulated  its  demands,  which  included  a 
national  settlement,  a  thirty-hour  week,  recognition  of  the  U.A.W. 
as  sole  bargaining  agency,  and  regulation  of  the  speed  of  produc- 
tion by  agreement  between  management  and  workers.  Sloan  said 
he  would  not  recognize  the  U.A.W.  as  sole  bargaining  agency,  and 
that  "no  union  or  labor  dictator  would  dominate  General  Motors 
plants." 

Governor  Murphy  was  trying  to  bring  the  union  and  the  manage- 
ment together,  but  Sloan's  refusal  to  negotiate  while  the  men  still 
occupied  the  plants  stood  in  the  way  of  any  conference.  However,  if 
Sloan  would  not  negotiate,  Knudsen  would.  Meetings  were  arranged 
between  Knudsen,  Donaldson,  Brown   (finance  committee),  and 
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John  Thomas  Smith  (general  counsel)  for  General  Motors;  Homer 
Martin,  Wyndham  Mortimer  (U.A.W.  vice-president),  and  John 
Brophy  (C.I.O.)  for  the  men;  and  Murphy  as  neutral  mediator. 

But  the  conferences  at  first  made  little  headway,  and  the  strike 
situation,  particularly  at  Flint,  grew  steadily  more  critical.  Follow- 
ing a  fight  which  started  when  company  police  attempted,  without 
success,  to  prevent  the  delivery  of  food  to  the  sitdowners.  Murphy 
summoned  2,300  National  Guardsmen  to  Flint.  But  the  soldiers 
were  brought  in  to  preserve  order,  not  to  evict  the  sitdowners. 

By  mid-January  the  situation  had  become  further  complicated  by 
the  appearance  of  an  organization  called  the  Flint  Alliance,  which 
described  itself  as  representing  workers  who  had  been  forced  out  of 
a  job  by  the  sitdowners  and  who  asked  nothing  better  than  to  be 
allowed  to  go  back  to  work.  General  Motors  claimed  that  there 
were  30,000  strikers,  100,000  persons  forced  out  because  of  the  strike, 
and  100,000  still  working.  To  those  who  were  still  at  work,  the 
company  issued  a  bulletin-board  statement,  over  Sloan's  signature, 
which  said  that  the  strike  issue  was  that  "we  should  turn  you  over, 
body  and  soul,  for  exploitation  .  .  .  but  General  Motors  will  never 
let  you  down." 

January  passed  into  February,  but  the  U.A.W.  still  held  the  Flint 
plants.  Irked  at  Governor  Murphy  for  not  clearing  out  the  sit- 
downers by  using  the  miHtia  against  them,  the  Flint  city  authori- 
ties were  becoming  restive.  "Unless  John  L.  Lewis  wants  a  repe- 
tition of  the  Herrin  massacre,^  he  had  better  call  off  his  union  men," 
said  Police  Chief  James  V.  Willis.  "The  good  citizens  of  Flint  are 
getting  nearly  out  of  hand,"  added  the  chief.  "We  are  organizing 
fast  and  will  have  five  hundred  or  six  hundred  men  ready  for  any 
emergency."  It  was  also  suggested  that  the  county  authorities  could 
serve  the  injunction  which  had  been  granted  against  the  sitdowners. 
"I  will  get  the  men  out  of  the  plant,"  said  the  sheriff,  "there  is  no 
question  about  that." 

^In  June,  1932,  miners  in  Herrin,  111.,  protested  against  a  company  employing 
union  labor.  Violence  on  both  sides  resulted  in  the  "massacre"  of  25  miners. 
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On  February  11,  however,  Knudsen,  Martin,  and  Murphy  reached 
an  agreement.  General  Motors  agreed  to  recognize  the  UA.W.  as 
the  bargaining  agent  for  its  members,  but  not  as  the  exclusive  bar- 
gaining agent.  The  company  also  agreed  to  hold  no  grudges  against 
those  who  had  taken  part  in  the  strike,  and  to  put  no  hindrance  in 
the  way  of  further  U.A.W.  organizing.  Other  questions  at  issue 
were  to  be  negotiated  in  meetings  which  would  open  on  February 
16.  General  Motors  also  promised  that  it  would  not,  for  at  least  six 
months,  conduct  negotiations  with  any  other  agency  representing, 
or  claiming  to  represent,  General  Motors  workers.  (The  Flint  Al- 
liance was,  of  course,  the  agency  which  both  Knudsen  and  Martin 
had  in  mind.)  The  men  agreed  to  evacuate  the  plants  and  to  go 
back  to  work  pending  the  outcome  of  the  negotiations. 

On  the  major  issue — union  recognition — the  U.A.W.  had  won  a 
clear  victory.  True,  the  union  had  not  been  recognized  as  the  ex- 
clusive bargaining  agent,  but  it  was  at  least  doubtful  whether  the 
union  included  a  majority  of  General  Motors  workers.  Through  the 
strike,  the  U.A.W.  had  gained  exactly  what  the  Wagner  Act  pro- 
vided for — recognition  as  a  union  and  the  exercise  of  the  right  of 
collective  bargaining.  Furthermore,  the  psychological  effect  of  the 
union's  having  gone  on  strike,  held  the  Flint  plants  for  nearly  six 
weeks,  and  emerged  with  a  substantial  improvement  in  its  position, 
was  a  powerful  stimulant  to  further  union  recruiting. 

Following  the  settlement  of  the  General  Motors  strike,  there  was 
a  brief  period  of  peace  in  the  auto-making  industry,  although  in  the 
parts-making  industry  strikes  were  on  almost  continually  at  one 
plant  or  another.  Chrysler  announced  a  10  per  cent  wage  increase 
(the  fourth  since  August,  1933),  which  brought  minimum  wages  up 
to  75  cents  an  hour  for  men  and  65  cents  an  hour  for  women. 
Packard,  Briggs  (body),  Murray  (body),  and  Firestone  also  raised 
wages,  and  Chrysler  agreed  to  open  negotiations  with  the  U.A.W. 

On  March  8,  however,  the  auto  peace  was  shattered  when  the 
Chrysler  negotiations  culminated  in  a  sitdown  strike,  following 
refusal  to  recognize  the  UA.W.  as  exclusive  bargaining  agent.  The 
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company  got  out  an  injunction  against  the  sitdowners — who  were 
described  as  "willful,  maUcious,  continuous  trespassers"  whose  pres- 
ence in  the  plants  was  "unsanitary"  and  also  constituted  a  "fire 
hazard."  The  workers  refused  to  obey  the  injunction,  although  the 
court  informed  them  that  they  were  liable  to  a  fine  of  $10,000,000. 

The  Chrysler  strike,  however,  was  neither  as  long  nor  as  bitter 
as  the  General  Motors  strike.  Here  the  men  were  represented  by 
John  L.  Lewis  and  the  company  by  Walter  Chrysler.  Chrysler 
agreed  not  to  resume  production  in  the  occupied  plants  or  to  move 
machinery  from  them,  and — after  a  seventeen-day  sitdown — the 
plants  were  evacuated.  On  the  other  hand,  the  final  settlement — 
reached  within  a  week  later — did  not  give  the  U.A.W.  exclusive 
bargaining  rights.  The  company  agreed,  however,  not  to  "aid,  pro- 
mote or  finance"  any  other  labor  organization  and  not  to  make  an 
agreement  "with  any  other  such  organization  with  the  purpose  of 
undermining  the  U.A.W."  From  the  U.A.W.  standpoint  the  word- 
ing of  this  last  provision  was,  to  say  the  least,  equivocal,  inasmuch 
as  the  Chrysler  Corporation  was  hardly  likely,  under  any  circum- 
stances, to  dicker  with  a  rival  union  admittedly  "with  the  purpose" 
of  undermining  the  U.A.W.  But  Lewis  said,  "When  Chrysler  gives 
his  word  I  am  confident  that  he  will  carry  it  out,"  and  the  union 
members  appeared  to  be  satisfied. 

In  the  final  weeks  of  March  there  was  an  epidemic  of  sitdown 
strikes  throughout  the  country,  and  particularly  in  Detroit.  So  much 
attention  had  been  aroused  by  the  auto  sitdowns  that  a  sitdown 
craze  developed,  extending  to  all  manner  of  manufacturing,  whole- 
saling, and  retailing  establishments  and  often  begun  over  minor 
grievances  and  with  little  or  no  forethought.  In  nonindustrial  fields, 
conscious  or  unconscious  parodies  of  the  sitdown  were  frequent. 
Thus  in  Michigan  the  male  guests  at  a  dance  given  by  a  girls'  col- 
lege "sat  down"  at  the  close  of  the  evening  for  more  dances  and  a 
longer  party. 

Labor  leaders — including  U.A.W.  leaders — realized  the  danger 
of  indiscriminate  sitdowns  and  headed  them  off  whenever  possible. 
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Thus  when  (April  2)  a  sitdown  strike  was  called  at  the  Ford  Kan- 
sas City  assembly  plant,  U.A.W.  Vice-President  Ed  Hall  took  a 
plane  to  Kansas  City  and  persuaded  the  workers  to  call  ofiF  the 
strike.  "A  sitdown  strike  should  be  called  only  in  an  emergency 
when  it  is  absolutely  necessary,"  said  Hall,  "and  it  must  be  called 
by  the  international  union  and  not  by  the  local  strike  committee." 

There  were  no  strikes  at  Dearborn,  as  the  U.A.W.  had  as  yet 
been  unable  to  make  much  headway  in  organizing  the  Ford  work- 
ers. "The  labor  unionization  movement,"  said  Ford  "is  really  an 
efTort  on  the  part  of  financiers  to  kill  competition." 

Up  to  this  point,  automobile  (and  other)  manufacturers  still  had 
the  hope  that  the  Wagner  Act  would  be  declared  unconstitutional. 
In  April,  however,  the  constitutionality  of  the  act  was  upheld  by 
the  Supreme  Court.  In  a  case  brought  by  the  Jones  &  Laughlin 
(steel)  Company,  the  Court  decided  that  a  company  was  engaged 
in  interstate  commerce  if  it  received  materials  or  shipped  products 
outside  the  state  in  which  its  plants  were  located.  (Jones  &  Laughlin, 
having  no  plants  outside  the  State  of  Pennsylvania,  had  hoped  to 
be  declared  engaged  in  intrastate  commerce  and  therefore  not  sub- 
ject to  the  Wagner  Act.)  The  vote  was  5  to  4,^  but  the  decision  was 
sweeping  and  conclusive.  It  thus  became  impossible  for  the  manu- 
facturer to  evade  union  recognition  on  the  ground  that  the  Wagner 
Act  was  unconstitutional  and  therefore  not  binding. 

In  May,  the  U.A.W.  signed  a  nonexclusive  bargaining  agency 
agreement  with  Willys-Overland,  and  an  exclusive  agency  agree- 
ment with  Packard,  where  the  union  had  won  an  NLRB  election 
by  a  large  majority.  At  Packard,  the  U.A.W.  asked  for  a  pay  increase 
of  10  cents  an  hour,  and  settled  for  3  cents;  asked  for  a  wage  mini- 
mum of  75  cents  an  hour,  and  settled  for  65  cents;  asked  for 
vacation  of  two  weeks  and  settled  for  one  week.  M.  M.  Oilman, 
Packard  general  manager,   said   that  the   union   contract  was   a 

^For  the  act:  Justices  Hughes,  Brandeis,  Stone,  Roberts,  Cardozo:  against.  Justices 
McReynolds,  Van  Devanter,  Sutherland,  Buder. 
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"workable  agreement"  which  put  the  company  "at  no  competitive 
disadvantage." 

Attempts  to  organize  Ford  workers  continued  to  meet  with 
resistance.  When  Richard  Frankensteen  and  Walter  Reuther  o£ 
the  U.A.W.  tried  to  distribute  U.A.W.  pamphlets  outside  the  Rouge 
works,  they  were  attacked  and  slugged  by  a  gang  whose  connection 
with  the  Service  Department  o£  the  Ford  Motor  Company  was 
loudly  denied  by  that  company.  Harry  Bennett,  head  o£  the  Ford 
Service  Department,  advanced  the  theory  that  the  slugging  was  a 
"frame-up"  by  the  Union  to  attract  the  attention  of  the  La  Follette 
Civil  Liberties  Committee.  The  Ford  Almanac  (a  company  publi- 
cation) said  that  "the  next  step  in  the  game  of  the  international 
financiers"  would  be  to  standardize  wages  so  that  "skilled  workers 
would  lose  the  benefit  of  their  skill."  W.  J.  Cameron,  Ford  pubHcity 
man  and  radio  spokesman,  said  that  the  "riot"  had  been  "conceived 
by  the  C.LO.  to  stick  a  label  on  the  Ford  Motor  Company,"  and 
criticized  the  American  press  for  "making  a  hero  of  John  L.  Lewis." 
When  (late  in  November)  some  of  the  men  who  had  taken  part 
in  the  Frankensteen-Reuther  assault  were  brought  to  trial,  the  judge 
dismissed  the  charges  for  "lack  of  intent  to  commit  the  offenses 
charged." 

The  last  major  victory  of  automotive  workers  came  in  August 
when  the  tire  union  won  an  NLRB  election  at  Goodyear  by  a  vote 
of  8464  to  3,193.  It  was  now  four  years  since  the  passage  of  the 
National  Recovery  Act  and  two  years  since  the  passage  of  the 
Wagner  Act.  It  had  taken  the  auto  workers  four  years  to  secure 
the  right  to  bargain  collectively  through  representatives  of  their 
own  choosing.  Yet  the  price-fixing  provisions  of  the  NRA  were  in 
effect  within  a  few  weeks  after  its  passage — indeed,  the  man  who 
did  not  show  the  Blue  Eagle  in  his  window  was  regarded  as  little 
better  than  a  pariah.  But  the  manufacturers  had  put  up  a  stubborn, 
a  violent,  and  a  prolonged  resistance  to  unionization,  and  even 
unionization  was  far  from  complete.  Indeed,  as  these  lines  are  being 
written  (February,  1941)  the  Ford  Motor  Company  has  still  not  rec- 
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ognized  the  United  Auto  Workers,  although  it  is  now  almost  eight 
years  since  the  right  to  collective  bargaining  was  supposedly  es- 
tablished. 

The  auto  workers  were,  however,  fortunate  in  having  organized 
nearly  three-fourths  of  the  auto  industry  by  the  spring  of  1937,  for 
the  closing  months  of  1936  and  the  opening  months  of  1937  marked 
the  high  tide  of  the  New  Deal  and  of  the  forces  aligned  with  it. 
The  President's  re-election,  by  a  tremendous  majority,  the  recogni- 
tion of  the  steel  workers'  union  by  United  States  Steel,  and  the 
U.A.W.  strike  against  General  Motors  were  landmarks  in  New 
Deal  history,  but  they  were  boundary  posts  as  well.  Politically,  the 
turn  came  with  the  President's  attempt  to  enlarge  the  Supreme 
Court.  On  the  labor  front,  the  ebbing  tide  was  marked  by  the  unsuc- 
cessful attempt  to  secure  union  recognition  from  Youngstown, 
Bethlehem,  and  Republic  Steel.  Fundamentally,  however,  the  most 
important  development  in  the  spring  and  summer  of  1937  was  the 
collapse  of  the  Roosevelt  Recovery.  The  "recession"  which  arrived 
in  the  autumn  of  1937  not  only  supplied  the  reactionary  with  new 
and  highly  effective  ammunition  against  the  New  Deal,  but  also 
made  further  organization  of  labor  almost  impossible  in  the  face  of 
falling  production  and  rising  unemployment.  There  is  not  much 
power  in  a  strike  threat  when  the  employer  is  already  laying  off  men. 

The  breakdown  in  the  recovery  process  was  caused  mainly  by  a 
too-rapid  increase  in  the  volume  of  industrial  production  plus  an 
extremely  rapid  and  violent  increase  in  prices.  By  the  beginning  of 
1937,  industry  was  convinced  that  the  depression  had  departed,  and 
it  was  in  too  much  of  a  hurry  to  get  back  to  1929  profits  and  1929 
dividends.  Wage  increases — some  of  which  had  been  caused  by  labor 
organization  and  some  by  the  threat  of  labor  organization — served 
as  an  excuse  for  higher  prices.  But  the  prices  advanced  very  much 
more  than  the  wages,  and  wages  are  only  one  factor  in  industrial 
costs. 

Copper,  for  instance,  went  from  10  cents  a  pound  to  16  cents  a 
pound  between  December,  1936,  and  March,  1937,  a  price  increase 
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of  60  per  cent.  But  there  had  been  no  strikes  in  the  copper  industry; 
the  quotations  on  the  metal  were  boosted  simply  because,  in  a 
period  of  intense  business  activity,  the  copper  producer  was  tempcn 
rarily  able  to  increase  his  prices  without  diminishing  his  sales.  It  was 
an  "alkhat-the-traffic-can-bear"  operation,  and  for  the  time  being  the 
traffic  could  bear  a  good  deal.  The  steel  industry,  producing  as  much 
steel  as  it  had  been  producing  in  1929,  was  seUing  the  metal  at  con- 
siderably more  than  1929  prices.  Here  increased  wages  did  contrib- 
ute to  increased  costs,  but  by  no  means  to  such  an  extent  as  might 
have  justified  the  price  advances.  Most  of  the  basic  mining  and 
fabricating  companies  had  been  through  a  long  series  of  lean  years; 
once  a  meal  was  again  spread  before  them,  chey  could  not  restrain 
themselves  from  scrambling  into  the  trough. 

President  Roosevelt  finally  (in  March,  1937)  protested  against 
rising  prices,  but  by  that  time  the  damage  had  been  done.  Prices 
did  not  go  much  higher,  but  neither  did  indexes  of  production. 
When  the  heavy  spring  and  summer  industrial  output  reached  the 
public  in  the  form  of  a  heavy  volume  of  even  higher-priced  con- 
sumer goods,  the  public  was  unable  to  pay  for  it.  Mass  purchasing 
power  was  still  weakened  by  large-scale  unemployment;  short  work- 
ing weeks  still  crippled  the  buying  ability  of  those  who  were  at 
work;  and  the  farmer  was  still  leaning  heavily  upon  Federal  aid. 
It  was  true  that  the  boom  had  increased  jobs  in  manufacturing 
industries  considerably.  But  a  very  large  increase  in  the  volume  of 
industrial  production  can  be  made  without  a  corresponding  increase 
in  industrial  employment  and  with  practically  no  increase  in  employ- 
ment outside  the  manufacturing  field.  And  only  about  one-fifth  of 
the  j>eople  in  this  country  who  work  for  a  living  are  manufacturing 
workers  among  whom  a  rise  in  industrial  output  brings  some  new 
jobs  and  somewhat  added  earnings.  The  country  was  being  asked  to 
absorb  merchandise  produced  in  1929  quantities,  and  at  close  to 
1929  prices,  without  possessing  1929  earning  or  buying  strength. 

The  situation  in  the  automobile  industry  is  a  good  example  of 
the  general  condition.  During  the  first  half  of  the  year,  in  spite  of 
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strike  trouble,  the  industry  produced  close  to  3,000,000  cars  and 
trucks.  In  April,  for  example,  the  output  was  553,000  automobiles, 
a  figure  exceeded  in  only  a  very  few  months  of  automobile  history. 
Sales  of  U.S.  passenger  cars,  on  the  other  hand,  were  running  a 
trifle  below  sales  in  1936,  and  by  June  the  industry  was  hearing 
frequent  (and  familiar)  complaints  of  heavy  dealer  stocks,  the  dif- 
ficulty of  moving  used  cars,  and  the  usual  phenomena  accompany- 
ing a  gap  between  sales  to  dealers  and  sales  to  the  public. 

Since  the  industry  had  shifted  the  Automobile  National  Show 
from  January  to  November,  the  new  "model  year"  began  in  the 
fall — that  is,  what  the  industry  called  its  1938  models  were  intro- 
duced in  September  and  October  of  1937.  And  when  these  1938  cars 
appeared,  their  distinctive  characteristic  was  an  extremely  sharp 
advance  in  price. 

Thus  the  Pontiac  came  out  at  $795,  from  $755;  the  Dodge  at  $807, 
from  $715;  the  Chrysler  at  $918,  from  $810;  the  Oldsmobile  at  $870, 
from  $810.  (The  odd  figures  resulted  from  the  new  custom  of  quot- 
ing delivered  prices.)  The  lowest-priced  cars  were  also  more  expen- 
sive, the  Ford  going  from  $530  to  $595;  the  Chevrolet  from  $615  to 
$648,  and  the  Plymouth  from  $580  to  $645.  Willys-Overland  had  a 
coupe  at  $499,  otherwise  the  $500  class  had  totally  disappeared. 

The  automobile  manufacturer  was  not  profiteering  on  these  price 
increases.  Since  the  first  of  the  year,  the  price  of  rubber  had  increased 
by  15  per  cent,  that  of  sheet  steel  by  20  per  cent,  that  of  copper  by 
45  per  cent.  Wages  had  also  increased,  but  the  decisive  factor  in 
added  production  costs  was  the  sharp  advance  in  prices  of  materials. 
In  January,  1938,  Knudsen,  discussing  the  "recession"  in  general, 
said  that  price  levels  had  risen  too  rapidly  in  the  spring  of  1937 
and  added  that  "a  rather  rapid  increase  in  wages  might  have  had 
something  to  do  with  it."  It  is  altogether  probable  that  the  auto- 
maker did  not  tack  onto  his  1938  models  anything  more  than  his 
actual  increases  in  production  costs;  indeed,  his  1938  prices  appar- 
ently allowed  for  a  smaller  profit  per  automobile.  General  Motors 
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said  that  it  had  raised  prices  only  8  per  cent,  while  costs  had  in- 
creased 13  per  cent. 

But  the  public  was  not  in  a  position  to  pay  any  more  money  at 
all  for  1938  automobiles,  particularly  when  they  came  on  the  market 
at  precisely  the  time  when  it  was  becoming  generally  reaUzed  that 
something  had  happened  to  the  recovery.  In  September,  the  New 
York  Stock  Market — which  after  an  early  spring  rise  had  been 
marking  time  all  summer — decided  with  perfect  accuracy  that  the 
customary  autumn  business  improvement  was  not  going  to  arrive, 
and  had  therefore  gone  through  a  spectacular  break.  By  November, 
public  opinion  had  caught  up  with  Wall  Street  opinion  and  a  rapid 
and  pronounced  rise  in  unemployment  scattered  the  last  remnants 
of  recovery  in  full  flight  before  it.  Under  these  circumstances,  the 
1938  automobiles  encountered  a  pronounced  degree  of  public  indif- 
ference. Whereupon  the  auto-makers  promptly  curtailed  produc- 
tion, shortened  the  work  week,  dropped  thousands  of  workers,  and 
made  their  considerable  contribution  to  the  general  gloom. 

Thus  1937  followed  a  pattern  very  similar  to  the  pattern  of  1929. 
There  was  a  fine  and  bustling  first  quarter,  with  everybody  happy 
and  production  records  falling  on  every  side;  a  good  second  quarter, 
traveling  on  the  momentum  of  the  first;  then  a  suspicion  that  the 
boom  had  overreached  itself  and  was  headed  for  disaster;  and  finally 
a  grand  crash  as  this  suspicion  ripened  into  certainty. 

In  two  respects,  1937  differed  sharply  from  1929.  The  earlier  year 
showed  no  price  increases  at  any  period,  the  commodity  price  level 
having  reached  its  boom-time  top  in  1928.  And  in  1929  the  market 
break  was  not  followed  by  an  immediate  slackening  in  production 
and  breakdown  in  employment.  The  1929  employer  was  not  quite 
certain  what  course  to  pursue  when  the  boom  of  the  1920's  ended; 
it  was  not  until  the  autumn  of  1930  that  hopes  of  a  quick  recovery 
were  given  up.  But  the  1937  employer  had  been  through  one 
depression  and  knew  all  the  rules  for  meeting  the  current  crisis. 
Quicker  than  anyone  could  say  "Herbert  Hoover,"  he  had  shut 
down  his  factory  with  one  hand,  cut  down  his  pay  roll  with  the 
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other,  and  was  deep  in  his  cyclone  cellar  before  the  new  depression 
was  three  months  old. 

Fundamentally,  however,  the  two  periods  were  much  alike.  In 
both,  an  overproduction  of  overpriced  commodities  presented  the 
consumer  with  a  bill  that  was  too  great  for  him  to  pay.  In  both, 
the  determination  of  the  manufacturer  to  sacrifice  production  to 
price — to  sell  less  goods  for  more  money  rather  than  to  sell  more 
goods  for  less  money — rapidly  replaced  abnormal  industrial  activ- 
ity with  subnormal  industrial  activity,  and  out  of  a  boom  created 
a  panic.  As  long  as  our  capacity  to  produce  is  so  much  greater  than 
our  capacity  to  pay  for  the  production,  and  as  long  as  the  productive 
stream  can  be  turned  on  and  off,  like  a  hose,  by  men  of  great  eco- 
nomic power  and  no  social  responsibility,  our  economic  life^  will 
probably  continue  through  alternate  periods  of  feast  and  famine. 
But  many  more  millions  will  be  included  in  the  famines  than  are 
invited  to  the  feasts. 

As  no  industry  had  "recovered"  more  rapidly  than  the  automo- 
bile industry,  so  also  no  industry  "receded"  with  greater  speed.  In 
October,  Automotive  Industries  was  predicting  a  big  fourth  quarter, 
"despite  the  securities  slump."  By  mid-November,  it  was  reporting 
"an  evident  slackening  of  retail  demand."  By  the  close  of  Novem- 
ber, the  industry  was  generally  operating  a  four-day  week  and 
production  was  "rapidly  declining."  Early  in  December,  in  a  speech 
to  the  Association  of  Life  Insurance  Presidents,  Sloan  said  he  was 
"quite  convinced  that  in  no  sense  of  the  word  is  there  a  new 
depression,  as  such,  getting  under  way,"  but  added  that  he  did 
notice  "a  serious  interruption  to  the  recovery  from  the  old  depres- 
sion." By  the  close  of  the  year  the  industry  was  down  to  a  three-day 
week,  and,  as  Automotive  Industries  expressed  it,  "uncertainty 
clouds  the  outlook." 

The  most  immediate  result  of  the  recession  was  the  halt  in  the 
process  of  organizing  the  auto  workers.  Even  before  the  recession 
got  under  way,  the  U.A.W.  was  damaged  by  internal  dissension 

'  At  least,  our  peacetime  economic  life. 


2^8  THE  AUTOMOBILE  INDUSTRY 

among  its  leaders.  In  November,  the  C.I.O.  ticket  for  Detroit  muni- 
cipal offices  was  badly  beaten,  Pat  H.  O'Brien,  the  C.I.O.  candidate 
for  mayor,  losing  to  Richard  W.  Reading  by  a  vote  of  154,000  to 
260,000.  The  C.I.O.  also  entered  five  candidates  for  a  nine-man 
council,  but  failed  to  place  any  of  their  men  among  the  top  nine 
vote-getters,  the  high  man  of  the  C.I.O.  slate  (Maurice  Sugar) 
finishing  tenth.  Reading,  the  anti-C.I.O.  candidate  for  mayor,  was 
endorsed  by  the  American  Federation  of  Labor. 

Personal  and  political  troubles  were  soon  succeeded  by  economic 
calamities.  By  the  close  of  the  year,  more  than  100,000  U.A.W. 
members  were  out  of  work  and  the  remainder  were  not  working 
more  than  half  the  week.  Such  strikes  as  were  called  were  inspired 
not  by  issues  of  union  recognition  or  of  better  pay,  but  were  protests 
against  cut  wages  and  lost  jobs. 

A  strike  at  Goodyear  supplied  a  vivid  example  of  the  difference 
between  the  spring  and  the  fall  of  1937.  Late  in  November,  Good- 
year laid  off  1,600  men.  In  a  protest  strike,  the  Rubber  Workers 
Union  held  a  two-day  Goodyear  sitdown,  then  evacuated  the  plant. 
As  soon  as  they  were  out,  the  company  announced  that  it  would 
operate,  "come  hell  or  high  water;"  the  entire  Akron  police  force 
was  ordered  to  report  for  duty  at  the  Goodyear  plant;  and  Governor 
Davey,  denouncing  the  sitdown  as  "illegal,  immoral  and  revolu- 
tionary," summoned  to  Akron  2,000  members  of  the  Ohio  National 
Guard.  The  strikers  went  back  to  work.  Meanwhile,  although  the 
Rubber  Workers  Union  had  won  their  NLRB  election  at  Good- 
year in  August,  Litchfield  had  signed  no  contract  with  his  men. 

The  production  figures  for  the  year  (like  the  production  figures 
of  1929)  were  more  impressive  than  encouraging,  as  full-year  figures 
of  course  did  not  reflect  current  conditions  or  future  probabilities. 
As  statistics,  the  1937  totals  were  quite  imposing.  The  industry  had 
finally  got  another  5,000,000  year  with  an  output  of  4,068,000  pas- 
senger cars  and  948,000  trucks  for  a  total  of  5,016,000  units.  This  was 
an  increase  of  400,000  units  over  1936.  Sales  of  U.S.  passenger  cars, 
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however,  were  only  3,442,000,  which  was  77,000  more  cars  than  had 
been  sold  in  1936. 

Chevrolet  and  Ford  staged  a  dead  heat  in  U.S.  passenger-car 
sales,  the  Chevrolet  finishing  with  758,206  against  Ford's  758,069. 
The  Chevrolet  was  160,000  cars  under  its  1936  totals,  the  U.A.W. 
sitdown  strike  having  interrupted  production  during  the  most 
prosperous  period  o£  the  year.  The  Plymouth,  with  1937  sales  of 
456,000  cars,  was  38,000  cars  under  its  1936  figures. 

The  Big  Three  supplied  a  little  more  than  3,000,000  o£  the  U.S. 
passenger-car  sales.  General  Motors  selling  1,396,000  cars;  Ford, 
783,000;  and  Chrysler,  873,000.  General  Motors  non-Chevrolet  cars 
had  good  years,  the  Buick  going  over  the  200,000  mark  for  the  first 
time  since  the  depression  began.  Ford  had  got  into  the  upper- 
middle-class  field  with  the  Lincoln-Zephyr,  of  which  he  sold  25,000. 
Chrysler  Corporation  sold  more  cars  in  1937  than  in  1936,  as  the 
Dodge  sold  252,000,  the  Chrysler  90,000,  and  the  De  Soto  73,000. 

The  independents  went  a  little  over  10  per  cent  of  the  industry's 
1936  sales,  selling  388,000  cars  out  of  the  total  sales  of  3,442,000.  The 
Packard  120  took  another  big  sales  jump,  going  to  94,000  from 
67,000,  and  Willys  sold  50,000  cars  in  its  first  year  under  its  new 
auspices.  Hupmobile,  still  virtually  idle,  sold  only  403  cars,  and 
Pierce-Arrow  went  into  a  December  reorganization  after  sales  which 
came  to  only  166  cars  for  the  full  year. 

Profits,  for  the  most  part,  were  lower  than  in  1936,  just  as  in  1929 
profits  were  usually  lower  than  in  1928.  Despite  strikes  and  the 
recession.  General  Motors  had  a  net  income  of  $196,400,000  and  paid 
$169,000,000  in  dividends.  Chrysler's  net  was  $50,700,000 — about 
$12,000,000  off  from  1936  but  still  far  ahead  of  the  best  boom-period 
years.  Ford's  balance  sheet  was  even  more  peculiar  than  usual.  It 
showed  a  surplus  increase  of  $5,419,000,  but  it  also  showed  an 
$8,515,000  decrease  in  capital  reserves,  so  that  capital  and  surplus 
together  decreased  $3,096,000  on  the  year. 

The  first  report  of  the  new  Willys-Overland  company  showed  a 
net  income  of  $617,000  and  a  production  of  51,000  cars — ^both  of 
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which  were  excellent  figures  under  the  circumstances.  Nash- 
Kelvinator  made  $3,640,000,  but  their  report  did  not  separate  the 
Nash  from  the  Kelvinator  business,  and  thus  destroyed  comparisons 
with  previous  Nash  years.  Hupp,  which  had  resumed  production 
in  July — ^just  in  time  to  miss  the  boom  and  meet  the  recession — lost 
$1,461,000.  Packard  had  a  net  of  $3,052,000,  a  drop  from  $7,053,000 
the  year  before;  Studebaker  made  $811,000  against  $2,187,000,  and 
Hudson's  profit  was  down  to  $670,000  from  $3,305,000  in  1936. 

The  decline  in  the  profits  of  Packard,  Studebaker,  and  Hudson 
— whose  combined  earnings  were  hardly  more  than  one-third  of 
what  they  had  been  in  1936 — showed  how  limited  had  been  the 
recovery  of  the  smaller  companies.  Having  just  staggered  out  of 
one  depression,  they  were  now  in  the  process  of  falling  into  another. 

On  January  i,  1938,  General  Motors  laid  ofiF  30,000  men.  The 
company  was  paying  an  average  of  95  cents  an  hour,  and  Knudsen 
said  that  there  was  "no  thought  of  wage  reductions."  But  the  plants 
were  running  on  a  twenty-four-hour  week  (three  days  of  eight 
hours  each)  and  the  men  who  had  not  been  fired  were  getting  a 
week's  pay  of  $22.80.  And  though  wages — or  rather  wage  rates — 
were  not  reduced,  neither  were  the  1938  prices. 

Later  in  January,  Knudsen  appeared  before  a  Senate  Committee 
on  Unemployment.  He  said  that  rehiring  men  would  help  to  restore 
confidence  but  that  it  would  "not  be  business."  He  added,  "It  is  bet- 
ter to  curtail  production  than  to  work  off  inventories  through 
reduced  prices." 

This  statement  is  worth  thinking  about  a  moment.  It  was  made 
by  one  of  the  more  enlightened  industrialists,  representing  one  of 
our  more  enlightened  corporations.  It  was  not  a  political  statement; 
Sloan  did  the  New  Deal-baiting  for  General  Motors,  and  Knudsen 
was  talking  as  an  expert  witness  on  his  own  special  subject — pro- 
duction and  plant  management.  And  999  industrialists  out  of  1,000 
would  echo  his  statement.  Yet  as  long  as  the  industrialist  unhesi- 
tatingly greets  any  sales  decline  by  cutting  production  instead  of  by 
cutting  prices,  any  reaction  from  excessive  production  will  bring  on 
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an  extended  depression  period.  For  to  curtail  production  is  to  "cur- 
tail" employment  and  purchasing  power,  and  thus  to  bring  on  a 
further  sales  decline  leading  to  further  curtailment  and  so  on. 

It  may  also  be  noticed  that,  according  to  conventional  economic 
theory,  the  force  of  competition  would  have  prevented  the  policy  of 
reduced  production  and  unchanged  prices  from  being  successfully 
carried  out.  For,  theoretically,  Knudsen's  competitors  would  have 
maintained  production  and  cut  prices,  if  only  for  the  purpose  of 
improving  their  competitive  position  at  Knudsen's  expense.  But 
nothing  like  that  happened.  In  the  first  place,  Knudsen  had  only 
two  competitors  who  were  strong  enough  to  exert  any  influence  on 
him.  But  both  Chrysler  and  Ford  were  doing  exactly  what  Knudsen 
was  doing — keeping  prices  up,  letting  production  dwindle.  Eco- 
nomic theory  is,  unfortunately,  based  on  the  assumption  that  in 
any  industry  there  are,  if  not  an  infinite  number,  at  least  a  very  large 
number,  of  competitors.  And  in  our  modern  economic  system  this 
theory  no  longer  applies  in  many  of  our  most  important  industries. 

The  classic  theory  still  works  with  regard  to,  for  instance,  farm 
prices.  When  wheat  goes  below  |i  a  bushel,  the  farmer  might  be 
better  off  if  he  decided  that  it  was  advisable  to  curtail  production 
rather  than  to  lower  prices.  But  "the  farmer"  is  some  6,200,000 
farmers,  and  there  are  so  many  of  him  that  he  cannot  very  well 
decide  anything.  But  if  one  farmer  raised  40  per  cent  of  the  wheat 
and  two  other  farmers  each  raised  25  {>er  cent  of  the  wheat,  then 
the  indexes  of  farm  prices  might  look  a  good  deal  more  like  the 
indexes  of  industrial  prices.  And  the  figures  on  the  consumption  of 
bread  might  also  look  more  like  the  figures  on  the  sales  of 
automobiles. 

However,  this  book  is  about  the  automobile  business,  not  about 
the  theory  versus  the  practice  of  free  competition,  so  there  will  be 
no  further  discussion  of  Knudsen's  remark. 

For  the  first  three  months  of  1938  the  industry's  output  was 
667,000  automobiles,  compared  to  1,301,000  in  the  first  quarter  of 
1937,  the  1938  production  being  almost  exactly  one-half  the  1937 
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production.  In  February,  General  Motors  cut  all  salaries  (as  distinct 
from  wages)  from  lo  per  cent  to  30  per  cent.  In  March,  Goodrich 
announced  that  it  planned  a  10  per  cent  to  20  per  cent  cut  in  wage 
rates,  and  if  there  was  any  trouble  about  it,  5,000  jobs  would  be 
moved  out  of  Akron.  In  April,  Pierce-Arrow  was  declared  to  be 
hopelessly  insolvent  and  the  plant  and  fixtures  were  to  be  sold  at 
pubHc  auction.  In  May,  Goodrich  got  its  "trouble"  in  the  form  of  a 
strike;  a  strike  also  broke  out  at  Goodyear,  which  still  had  not 
signed  a  contract  with  the  Rubber  Workers  Union.  Goodyear  pick- 
ets overturned  several  police  cars,  with  the  result  that  five  of  them 
were  shot,  and  many  were  gassed.  Governor  Davey  said  that  the 
Ohio  National  Guard  was  ready  to  move  in  on  Akron  (again), 
but  all  the  labor  unions,  automotive  and  nonautomotive,  in  Akron 
threatened  to  call  a  general  strike.  At  this  point,  Goodrich  agreed  to 
postpone  its  wage  cut  and  Goodyear  agreed  to  negotiate  with  the 
Rubber  Workers  Union. 

This  was  the  first  strike  at  Goodrich,  where  the  Rubber  Workers 
already  had  a  contract.  As  for  the  Goodyear  situation,  that  had  been 
bad  ever  since  1933,  and  Litchfield  was  now  the  only  major  Akron 
producer  who  had  not  signed  up  with  the  rubber  union. 

The  cause  of  labor  was  further  damaged  when  long-standing 
antagonisms  in  the  U.A.W.  high  command  broke  out  in  open 
warfare.  Homer  Martin  suspended  vice-presidents  Frankensteen, 
Mortimer,  and  Hall  and  treasurer  George  Addes.  The  suspended 
officials  appealed  to  the  U.A.W.  rank  and  file,  also  to  Lewis  and 
the  C.I.O.  With  its  leadership  disorganized,  thousands  of  its  mem- 
bers on  relief,  and  its  dues  falling  off  steadily,  the  U.A.W.  was  far 
from  being  the  militant  and  unified  body  that  had  functioned  so 
effectively  the  year  before.  Nor  was  the  situation  at  all  improved 
when  Martin  accused  his  opponents  of  being  subject  to  Communist 
influence. 

Second-quarter  production  was  worse  than  first-quarter,  particu- 
larly in  comparison  with  1937.  Only  638,000  automobiles  were  pro- 
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duced  in  the  three  months,  against  1,615,000  in  the  same  three 
months  of  the  previous  year. 

The  recession  was  also  most  pronounced  among  the  smaller 
producers.  In  five  months  o£  1938  the  independents  sold  only 
75,000  U.S.  passenger  cars,  against  181,000  in  the  same  1937  months. 
Studebaker  sales  dropped  from  32,000  to  14,000;  Nash  sales  from 
30,000  to  13,400;  Willys  sales  from  22,700  to  5,800. 

The  second  half  of  the  year  opened  with  more  Goodyear  trouble. 
A  new  employee  organization  had  appeared  at  Goodyear.  It  was 
called  the  Goodyear  Independent  Employees  Association,  and  had 
sprung  up  since  the  beginning  of  the  year.  This  association  claimed 
to  represent  a  majority  of  the  Goodyear  employees  and  issued  a 
protest  against  Goodyear's  signing  any  contract  with  the  U.R.W. 
It  was  not  denied  that  the  United  Rubber  Workers  had  won  a 
sweeping  victory  (by  a  vote  of  8,464  to  3,193,  in  August,  1937),  but 
it  was  claimed  that  the  situation  at  Goodyear  was  now  altogether 
changed  from  what  it  had  been  and  that  the  U.R.W.  no  longer 
represented  a  majority  of  the  men.  It  looked  as  if  the  U.R.W. 
would  have  to  win  an  election  every  summer — and  not  get  a  con- 
tract at  that. 

Meanwhile,  Goodyear  suddenly  laid  of?  1,700  men,  including 
many  workers  who  had  been  with  the  company  for  fifteen  years 
or  more.  This  layoff  amounted  to  about  one-fifth  of  the  total  Akron 
force,  some  7,000  men  being  left  at  work.  The  Akron  WPA  rolls 
already  numbered  19,000  men,  most  of  whom  were  former  tire 
workers.  Litchfield  said  that  the  company  was  going  to  operate  a 
four-day,  twenty-four-hour  week,  and  that  everybody  for  whom 
twenty-four  hours  a  week  of  work  could  not  be  found  would  be 
considered  "superfluous  labor."  The  Rubber  Workers  Union  said 
that  the  layoffs  were  designed  to  help  the  "independent"  association. 
They  also  said  that  the  May  strike  had  been  called  off  with  the 
understanding  that  Litchfield  would  proceed  to  sign  a  union  con- 
tract, and  would  not  attempt  to  disturb  the  status  quo  while  nego- 
tiations were  in  progress.  But  the  strength  of  labor  was  at  a  low 
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point  during  the  summer  of  1938,  and  the  laid-ofT  men  remained 
laid  oflF.  And  Goodyear  argued  that  it  could  not  sign  any  labor  con- 
tract at  this  point,  since  there  had  again  arisen  the  question  of  what 
labor  organization,  if  any,  represented  the  majority  of  the  men. 

In  July,  production  was  down  to  150,000  cars,  and  in  August  to 
96,000.  In  1937,  both  July  and  August  had  been  400,000-car  months. 

In  September,  the  1939  models  began  to  appear,  and  price  cuts 
finally  appeared  with  them.  Most  of  the  reductions  were  moderate 
— the  Plymouth,  for  example,  came  out  at  $645  with  only  a  $15 
reduction.  There  was  a  Buick  coupe,  however,  at  $894  from  $945, 
and  a  Buick  sedan  at  I996  from  $1,047.  September  production  was 
only  89,000  cars,  but  September  was  now  the  "change-over"  month 
and  the  dullest  period  in  the  year.  The  October  output — 225,000 
automobiles — was  comparatively  respectable;  besides,  the  compari- 
sons were  now  being  made  with  the  bad  part  of  1937  and  so 
sounded  almost  encouraging. 

On  September  28,  Charles  E.  Duryea  died,  at  the  age  of  seventy- 
six.  In  1 891,  Charles  and  Frank  Duryea  were  working  for  the  Ames 
Manufacturing  Company,  bicycle  makers  of  Chicopee  Falls  (near 
Springfield),  Massachusetts.  As  the  bicycle  business  was  not  very 
good,  Duryea  had  time  to  work  on  an  automobile,  and  in  October, 
1892,  he  finished  his  first  car.  It  was  the  first  four-wheeled  gasoline- 
powered  horseless  carriage  in  the  United  States.  In  1893  Duryea 
made  his  second  car  (which  is  now  on  exhibit  at  the  Smithsonian 
Institution).  In  1895  he  founded  the  Duryea  Motor  Wagon  Com- 
pany and  produced  the  car  that  won  the  famous  road  race  of  1895 
(see  Chapter  i). 

But  after  this  excellent  start,  Duryea's  automobile  career  came  to 
almost  nothing.  In  1898,  Frank  left  to  go  with  the  Stevens  Company 
and  manufacture  the  Stevens-Duryea,  and  the  Duryea  Motor  Wagon 
Company  soon  disbanded.  Charles  tried  again  with  the  Duryea 
Power  Company  of  Reading,  Pennsylvania,  but  was  again  unsuc- 
cessful. He  seemed  to  be  retrogressing  rather  than  improving,  as 
he  turned  out  a  number  of  three-wheeled  cars  with  a  single  steering 
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wheel  in  the  front.  It  was  not  long  before  Duryea  was  out  of  the 
manufacturing  business  altogether.  He  ran  a  question-and-answer 
column  for  an  automobile  trade  paper  and  (by  his  own  statement) 
often  did  not  know  where  his  next  meal  was  coming  from.  An 
ardent  exponent  of  simplified  spelling,  Duryea  went  around  with 
his  pockets  full  of  pamphlets  which  proved  (in  simplified  spelling) 
his  claim  to  being  Father  of  the  Automobile.  The  claim  was  good 
enough,  but  from  a  commercial  standpoint  Duryea  never  staked  it. 

Of  greater  current  interest,  apparently,  was  the  Dies  Committee 
hearing  on  Communism  in  the  U.A.W.  Martin  Dies,  chairman  of 
the  House  Committee  on  Unariierican  Activities,  did  not  appear  in 
Detroit  in  person,  but  sent  on  a  subcommittee  which  held  its  ses- 
sions in  the  typical  Dies  manner.  John  W.  Koos,  of  the  Ford  Service 
Department,  testified  that  it  was  difficult  to  get  rid  of  Communists 
among  the  auto  workers  because  they  hid  under  the  cloak  of  labor 
unions  which  were  protected  by  the  NLRB.  Fred  W.  Frahm, 
Detroit  superintendent  of  police,  testified  that  in  his  opinion  75 
per  cent  of  the  auto  strikes  in  the  past  two  years  had  been  started 
by  Communists.  The  meetings  were  marked  by  several  attacks  on 
Governor  Frank  Murphy.  John  M.  Barringer,  former  city  manager 
at  Flint,  whom  the  Flint  City  Council  had  ousted  for  recruiting 
vigilantes,  said  that  Murphy's  conduct  during  the  sitdown  strikes 
had  been  "treasonable."  The  hearings  may  have  contributed  to  the 
defeat  of  Murphy — they  were  held  the  week  before  he  lost  his 
campaign  for  re-election,  but  their  effect,  if  any,  was  probably  not 
needed.  It  was  a  very  thin  year  for  labor  unions  and  for  the  New 
Deal. 

Toward  the  end  of  the  year  the  country  began  to  recover  from 
the  recession  and  the  ever  volatile  auto  industry  began  to  recover 
with  it.  The  November  output  was  390,000  cars,  which  was  better 
than  the  (very  bad)  November  of  the  previous  year.  The  recovery 
came  too  late  to  make  much  impression  on  1938  showings,  but  it 
assured  the  industry  of  a  good  start  in  1939.  There  was,  however, 
one  further  recession  casualty.  In  December  several  Reo  stock- 
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holders  requested  a  receivership,  and  the  company  suspended  manu- 
facturing activities.  No  passenger  cars  had  been  turned  out  for  some 
time,  the  company  having  concentrated  on  trucks  alone. 

The  total  output  for  1938  w^as  a  little  more  than  half  the  output 
for  1937,  the  industry  turning  out  2,655,000  automobiles,  against 
5,016,000  in  1937.  Passenger-car  production  w2ls  dow^n  to  2,100,000, 
and  U.S.  passenger-car  sales  to  1,890,000  cars.  General  Motors,  Chrys- 
ler, and  Ford  made  90  per  cent  of  the  passenger-car  sales,  the  inde- 
pendents marketing  only  183,000  cars,  against  394,000  in  1937.  In 
U.S.  passenger-car  sales,  the  Chevrolet  outdistanced  the  Ford,  464,000 
cars  to  363,000;  Plymouth  w^ith  286,000  cars  was  a  better  third  than 
usual. 

General  Motors  net  dropped  to  $102,200,000,  which  was  more  than 
half  the  $196,000,000  profit  in  1937.  In  view  of  an  800,000  car-and- 
truck  decline  in  production.  General  Motors  held  on  to  its  profits 
very  tenaciously.  And  1938  plant  expenditures  were  unusually  high, 
the  company  spending  $32,600,000  on  plant  and  equipment  plus 
$33,000,000  in  special  tooling  for  the  1939  models.  In  the  five  years 
ending  December  31,  1938,  General  Motors  spent  $597,000,000  in 
plant  maintenance  and  expansion  and  in  new  equipment.  This  was 
a  great  deal  more  money  than  all  the  independent  companies  saw 
during  the  same  five  years.  General  Motors  1938  dividend  payments, 
however,  were  down  to  $73,000,000. 

Chrysler's  net  was  off  to  $18,798,000  (from  $50,000,000  the  year 
before),  although  472,000  U.S.  passenger  cars  plus  56,000  trucks 
and  59,000  exports  kept  production  at  better  than  1929  totals.  In 
the  spring  of  1938,  Chrysler  himself  suffered  a  stroke,  from  which 
he  was  never  to  recover,  and  K.  T.  Keller*  was,  to  all  practical 
purposes,  in  charge  of  the  corporation's  affairs. 

The  independents  were  now  reduced  to  only  five  companies  that 
could  be  considered  active  producers.  Eight  such  might  have  been 
counted  in  1937,  but  in  1938  Reo  suspended,  Graham  fell  off  to  a 
4,000-car  output,  and  Hupp  made  only  1,000  cars.  The  five  others — 

*  Kaufman  T.  Keller,  though  the  first  name  is  never  used. 
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Packard,  Studebaker,  Hudson,  Nash,  and  Willys — turned  out  179,- 
000  cars  against  389,000  the  year  before.  Packard,  with  49,000  U.S. 
sales,  made  the  best  showing  of  the  five:  Willys,  with  only  13,000 
sales  against  51,000  in  1937,  made  the  worst.  All  five,  however,  went 
from  a  1937  profit  to  a  1938  deficit.  Their  1938  earnings,  compared 
to  1937,  were: 

Automobile  Sales  by  Independents 

1^38  igsy 

Packard    Def.  $  1,638,000  $3,052,000 

Studebaker    Def.       1,732,000  811,000 

Hudson    Def.      4,473,000  670,000 

Nash-Kelvinator     .  . .   Def.      7,655,000  3,640,000 

Willys-Overland    ....   Def.       1,311,000  619,000 

Total    Def.  $16,809,000  $8,792,000 

Some  of  the  Nash  loss  in  1938  may  have  been  incurred  by  the 
Kelvinator  portion  of  the  business,  but  the  refrigerator  company 
had  gone  through  the  depression  without  any  deficits  and  most  of 
the  Nash-Kelvinator  loss  was  certainly  on  automobiles. 

From  the  beginning  of  1933  to  the  end  of  1938 — a  period  of  six 
years — General  Motors  made  $881,000,000  and  Chrysler  made  $188,- 
000,000.  The  two  together  cleared  well  over  $1,000,000,000  profit  in 
the  six  years  after  the  arrival  of  the  New  Deal.  Ford  had  a  $7,900,000 
deficit  in  1933;  for  the  other  five  years  his  surplus  increase  came  to 
over  $50,000,000.  During  all  six  years,  the  independents  failed  to 
recover  more  than  a  small  fraction  of  their  predepression  earning 
power  and  showed  a  large  total  deficit  for  the  period.  The  output 
of  the  industry  in  1936  and  1937  was  only  a  little  under  the  output 
in  the  best  years  of  the  1920's.  But  in  addition  to  the  concentration 
of  output  and  profits,  it  also  appeared  that  the  industry  could  no 
longer  put  together  a  series  of  4,000,000-car  years. 
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The  Economy  of  War  19394940 

THERE  is  no  need  to  recite  in  detail  the  events  o£  1939  or  o£ 
1940.  The  period  was,  in  general,  a  recovery  period.  As  such, 
it  was  similar  to  other  recovery  periods;  indeed,  a  review  of  the 
course  of  events  would  give  the  reader  a  recurrent  feeling  of  "This 
is  where  I  came  in."  True,  even  a  twice-told  tale  can  be  significant 
— if  only  because  of  its  second  telling.  But  whatever  might  have 
been  the  normal  course  of  events  has  been  so  distorted  by  the  pres- 
ent war  that  the  continuity  of  the  pattern  has  been  completely 
shattered. 

Between  September,  1939,  and  June,  1940,  the  auto-maker  did 
not  appear  to  be  greatly  affected  by  the  war.  But  since  the  beginning 
of  the  American  "defense"  program,  the  course  of  the  automobile 
industry  has  been  overshadowed  by  military  events.  Directly  affected 
by  a  series  of  very  large  war  orders,  indirectly  affected  by  the  war 
boom  in  1940's  closing  months,  and  working  under  the  shadow  of 
a  potential  steel  shortage,  the  auto-maker's  problems  in  the  im- 
mediate future  are  entirely  different  from  those  of  his  immediate 
past.  What  1941  might  have  been  as  a  normal  continuation  of  1939 
and  1940  will  now  never  be  known,  for  the  economy  of  peace  has 
been  succeeded  by  the  economy  of  war. 

In  1939,  a  general  industrial  rebound  from  the  depths  of  1938 
carried  the  automobile  industry  along  with  it.  Two  new  cars 
appeared  during  the  season,  the  Studebaker  Champion  and  the 
Ford  Mercury.  The  Champion,  a  light  six  (the  sedan  weighed  only 
2,375  pounds)  was  priced  at  $660,  putting  Studebaker  into  the 
Chevrolet-Ford-Plymouth  price  class.  The  Mercury  had  sold  6,800 
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cars  in  1938,  but  1939  was  practically  its  initial  year.  Priced  at  I960, 
the  Mercury  sold  65,000  cars  in  1939,  and  ranked  as  the  ninth  largest- 
selling  make.  Ford  was  badly  in  need  o£  a  car  which  he  could  sell 
in  considerable  quantities  and  on  which  there  would  be  a  healthy 
margin  of  profit,  and  the  Mercury's  contribution  to  his  earnings 
should  be  proportionately  much  greater  than  its  contribution  to 
his  volume. 

A  third  new  1939  automobile  was  the  Crosley,  made  by  Powell 
Crosley,  Jr.,  of  the  Crosley  Radio  Company  and  also  of  the  Cin- 
cinnati Reds.  A  former  auto-accessory  manufacturer,  Crosley  broke 
into  the  automobile  business  with  a  925-pound  car  priced  at  $325. 
At  the  inauguration  ceremonies  for  the  first  Crosley,  a  bottle  con- 
taining all  the  standard  brands  of  gasoline  was  broken  over  the 
radiator  of  the  car.  But  the  U.S.  public  has  consistently  refused  to 
take  interest  in  subnormal  automobiles,  whatever  their  price,  and 
the  Crosley  never  generated  sufficient  volume  to  become  a  factor  in 
the  auto  world. 

Otherwise,  the  same  old  cars  climbed  the  same  old  road  of  recov- 
ery, with  an  excellent  fourth  quarter  (following  the  outbreak  of 
the  Second  World  War)  supplying  a  strong  finish  for  the  year. 
The  year's  output  was  2,975,000  passenger  cars  and  757,000  trucks, 
for  a  total  of  3,732,000  units.  In  round  numbers,  the  industry  pro- 
duced 3,000,000  passenger  cars  against  2,000,000  in  1938  and  4,000,000 
in  1937.  Half  of  the  ground  lost  in  the  1938  recession  was  therefore 
regained. 

In  the  U.S.  passenger-car  field,  General  Motors  sold  nearly  twice 
as  many  cars  as  Chrysler  and  more  than  twice  as  many  as  Ford, 
General  Motors  seUing  1,158,000  cars;  Chrysler,  641,000;  and  Ford, 
567,000.  The  Big  Three  sold  2,366,000  out  of  2,650,000  U.S.  passenger 
cars,  again  hitting  their  usual  90  per  cent.  Studebaker,  with  the  low- 
priced  Champion,  made  by  far  the  best  showing  of  the  inde- 
pendents, with  84,000  sales,  against  41,000  in  1938.  Hudson  and 
Packard  each  sold  62,000  cars  and  Nash  sold  54,000.  But  recovery 
passed    by    Willys-Overland,    Hupmobile,    and    Graham.    Willys- 
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Overland  had  a  new  president,  Joseph  W.  Fraser,  formerly  Chrys- 
ler's vice-president  in  charge  o£  sales,  but  sold  only  14,000  automo- 
biles, against  13,000  the  year  before.  Graham  was  down  to  3,600 
cars  from  4,100,  and  Hupp  to  900  from  1,000. 

Thus  the  1939  recovery,  Hke  the  1933-37  recovery,  was  selective, 
with  three  of  the  seven  independent  survivors  of  the  first  depres- 
sion period  showing  little  recuperative  power  in  the  recovery  from 
the  second. 

From  an  earnings  standpoint.  General  Motors  and  Chrysler  again 
demonstrated  their  appetite  for  licking  the  platter  clean.  General 
Motors  made  $183,300,000,  almost  doubling  its  1938  profit  and 
coming  very  close  to  the  $196,400,000  made  in  1937.  Chrysler  made 
$36,880,000,  virtually  twice  the  $18,800,000  made  in  1938. 

Studebaker  made  $2,933,000,  after  losing  $1,700,000  in  1938.  HofiF- 
man  had  done  a  good  job  at  Studebaker,  which  was  emerging 
as  the  most  substantial  survivor  among  the  independent  makers. 
Packard,  with  Gilman  succeeding  Macauley  as  president,  made 
$550,000.  But  none  of  the  other  companies  avoided  deficits,  Hudson 
losing  $1,300,000,  Willys-Overland  also  losing  $1,300,000,  and  Nash- 
Kelvinator  losing  $1,500,000.  So  while  General  Motors  and  Chrysler 
were  making  some  $250,000,000,  recovery  had  not  enabled  the  inde- 
pendents quite  to  reach  the  break-even  point. 

The  United  Auto  Workers  also  had  a  poor  season.  The  split 
between  the  pro-Martin  and  the  anti-Martin  faction  was  not  healed 
when  C.I.O.  mediators  (Philip  Murray,  now  head  of  the  C.I.O., 
and  Sidney  Hillman,  now  of  the  Defense  Board)  ordered  the  rein- 
statement of  Reuther  and  other  suspended  U.A.W.  executives  (see 
page  302).  Angered  by  this  decision,  Martin  and  a  group  of  his 
followers  left  the  C.I.O.  and  joined  the  American  Federation  of 
Labor.  Thus  there  were  two  U.A.W.  unions,  with  a  resultant 
weakening  of  the  auto-organizing  movement.  A  major  labor-union 
problem  is  careerism  among  the  leaders,  and  of  this  trouble  the 
U.A.W.  has  had  rather  more  than  its  share. 

A  very  large  majority  of  the  auto  workers,  however,  remained  in 
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the  C.I.O.  The  first  major  contest  between  the  two  unions  came  in 
October,  1939,  when  the  NLRB  held  an  election  at  Chrysler  Corpo- 
ration. In  eleven  out  of  thirteen  Chrysler  plants,  the  C.I.O.  union 
beat  the  A.F.  of  L.  union;  the  A.F.  of  L.  won  at  Evansville,  and  at 
Kokomo  the  men  voted  for  no  union.  In  the  main  plants,  the  C.I.O. 
won  at  Dodge  by  17,634  to  8,375,  ^^  Chrysler  by  7,209  to  391,  and  at 
Plymouth  by  5,585  to  2,771. 

In  August,  a  strike  of  tool-  and  die-makers  at  General  Motors 
lasted  for  four  weeks  and  accomplished  very  little.  A  pay  increase 
of  10  cents  an  hour  was  not  granted;  the  chief  concession  was  dou- 
ble time  (instead  of  time  and  a  half)  for  Sunday  work. 

The  most  serious  strike  of  the  year  came  at  Chrysler,  following 
the  C.I.O.  election  victory.  Starting  as  a  protest  against  a  speedup, 
the  strike  lasted  for  fifty-four  days,  running  from  mid-October  until 
almost  the  end  of  the  year.  As  Walter  Chrysler  was  still  incapaci- 
tated, Keller  handled  the  company's  side  of  the  negotiations.  For 
obvious  reasons,  managements  are  very  reluctant  to  give  the  work- 
ers any  voice  in  the  matter  of  operating  speed.  On  the  other  hand, 
the  man  whose  work  is  going  by  him  on  a  moving  belt  evidently 
has  to  work  as  rapidly  as  the  management  chooses,  the  speed  (and 
effort)  of  the  worker  being  determined  by  the  speed  of  the  belt. 
Strikes  involving  the  question  of  how  hard  a  man  should  work 
never  reach  a  clear  settlement;  in  this  case,  the  strike  ended  with  the 
appointment  of  a  four-man  arbitration  board  to  settle  all  disputes. 
The  men  also  got  a  pay  increase  of  3  cents  an  hour. 

In  1940,  the  industry  picked  up  where  it  had  left  off  in  1939.  The 
output  for  the  first  six  months  was  2,099,000  passenger  cars  and  439,- 
000  trucks,  a  total  of  2,538,000  units.  The  passenger-car  output  was 
nearly  500,000  over  the  total  for  the  first  six  months  of  1939.  General 
Motors,  Chrysler,  and  Ford  turned  out  1,639,000  out  of  1,814,000 
U.S.  passenger  cars,  leaving  175,000  cars  for  the  remaining  compa- 
nies. The  Mercury  continued  to  make  progress,  with  44,000  sales  for 
the  half-year.  Studebaker,  with  52,000  sales  for  the  six  months,  was 
continuing  to  make  the  best  showing  in  the  independent  group. 
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In  April,  an  NLRB  election  demonstrated  that  at  General  Motors 
(as  well  as  at  Chrysler)  a  large  majority  of  the  workers  had  stood 
by  the  C.I.O.  There  were  84,000  votes  for  the  C.I.O.,  25,000  for  the 
A.F.  of  L.,  and  13,000  for  no  union.  The  C.I.O.  carried  48  plants, 
the  A.F.  of  L.  carried  five. 

Walter  Chrysler  died  in  August.  He  had  been  prostrated  for 
nearly  two  years  and  his  death  had  no  visible  effect  upon  Chrysler 
Corporation.  On  the  other  hand,  Keller  had  not  had  much  to  do 
except  administer  the  industrial  estate  which  Chrysler  had  left  him. 
If  automobile  history  were  divided  into  two  parts,  a  pre-1920  section 
and  a  post-1920  section,  Chrysler's  name  would  be  as  noteworthy  in 
the  second  half  of  the  auto  story  as  Ford's  was  in  the  first.  Indeed, 
Chrysler  was  the  only  man  in  auto  history  (and  one  of  the  very 
few  men  in  industrial  history  as  a  whole)  who  was  able  to  make 
outstanding  progress  against  the  trend  of  the  times. 

The  Chrysler  Corporation  was  organized  much  too  late  to  have 
a  reasonable  chance  of  success.  The  Chrysler  car  itself  was  priced  at 
well  over  $1,000  just  when  the  $1,000  automobile  was  wearing  out 
its  welcome.  The  Dodge,  at  the  time  Chrysler  bought  it,  was  almost 
universally  regarded  as  a  white  elephant.  The  Plymouth,  when  it 
came  out  in  1928,  was  merely  one  more  addition  to  a  crowded  price 
class.  Put  the  whole  business  together,  add  the  depression,  and  you 
should  come  out  with  a  catastrophe.  You  did  come  out  with  a  catas- 
trophe in  the  case  of  every  other  auto  company  except  General  Mo- 
tors and  Ford.  And  though  Ford  never  lived  on  his  past  in  the  sense 
of  having  nothing  to  offer  in  the  present,  there  were  times  when 
he  was  leaning  upon  wealth  previously  accumulated  to  bring  him 
through  crises  currently  arisen. 

But  Chrysler  made  an  opportunity  out  of  what  might  have  been 
a  disaster.  By  making  a  much  better  Plymouth  at  a  much  lower 
price,  he  came  out  of  the  depression  in  much  better  condition  than 
he  had  entered  it.  And  in  1936  the  Chrysler  Corporation  made  three 
times  as  much  money  as  it  had  made  in  1929. 

Chrysler  is  a  demonstration  of  the  fact  that  economic  events  can- 
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not  be  interpreted  entirely  in  terms  of  economics:  that  the  personal 
equation  is  sometimes  not  merely  an  important  but  a  determining 
factor.  Generally  speaking,  the  times  make  the  man;  there  are  many 
big  shots  of  the  1920's  who  are  not  even  echoes  today.  But  in  Chrys- 
ler's case,  the  times  were  against  the  man  and  the  man  was  superior 
to  them.  Chrysler  was  the  last  great  individual  constructive  force  in 
the  automobile  industry;  oifhand,  one  cannot  think  of  a  contempo- 
rary in  any  industry  who  can  be  compared  with  him.  He  never 
spent  much  time  or  got  much  publicity  baiting  the  New  Deal  or 
battUng  the  C.I.O.,  but  he  really  was  an  American  wayfarer  who 
got  along  very  nicely  in  the  American  way.  To  be  sure,  little  can  be 
said  for  a  system  which  requires  a  Chrysler  to  operate  it  success- 
fully, but  if  there  were  more  individualists  like  Chrysler,  the  de- 
crepit state  of  individuaUsm  would  not  be  so  obviously  apparent. 

With  the  final  months  of  1940,  this  book  does  not  need  to  be  con- 
cerned. With  Chrysler  putting  up  a  tank  factory.  General  Motors 
and  Ford  making  aircraft  engines,  and  even  the  smaller  companies 
getting  some  of  the  war  business,  automobiles  are  no  longer  of  pre- 
eminent importance,  even  to  the  men  who  make  them.  The  auto 
output  in  the  closing  months  of  1940  was  unnaturally  large  because 
the  auto-maker  was  turning  out  as  many  cars  as  possible  before  the 
Government  should  requisition  the  steel  supply.  It  was  evident  that 
in  1940  the  automobile  industry  (Hke  every  other  American  indus- 
try) had  reached  the  end  of  a  chapter.  And  surmises  as  to  what 
might  be  the  nature  of  the  next  chapter  would  come  under  the 
heading  of  speculation  without  sufficient  evidence. 
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Summing  Up 


THE  subtitle  of  this  book  refers  to  the  automobile  industry  as 
"capitalism's  favorite  child."  It  has  been  capitaHsm's  favorite 
child  partly  because  it  has  been  one  of  capitalism's  most  recent  chil- 
dren. The  railroad  was  born  in  an  agricultural  economy  and  in  a 
country  too  poor  to  finance  railroad  construction.  The  early  roads 
were  built  at  the  rate  of  a  few  miles  a  year;  they  were  dependent  on 
foreign  capital;  and  they  went  into  bankruptcy  before  being  com- 
pleted instead  of  (as  today)  afterwards.  The  early  petroleum  indus- 
try was  operated  largely  in  competition  with  whale  oil,  with  kero- 
sene its  principal  product  and  gasoUne  so  unappreciated  that  it  was 
often  given  away  to  anyone  who  would  take  the  trouble  to  remove 
it.  But  the  automobile  industry  (if  we  may  date  its  commercial 
existence  from  1900)  spent  its  pioneer  period  in  what  was  far  from 
a  pioneer  world. 

Modern  American  industriaHsm  dates  from  about  the  close  of  the 
Civil  War,  so  that  industrial  progress  had  been  going  on  for  some 
thirty-five  years  when  the  automobile  arrived.  The  auto-maker 
found  a  metalworking  industry,  a  petroleum  industry,  and  a  steel 
industry  waiting  for  him.  The  steel  industry  was  already  old  enough 
to  have  reached  a  period  of  merger  and  the  petroleum  industry  was 
old  enough  to  have  reached — thanks  to  the  elder  Rockefeller — a 
period  of  monopoly.  There  was  also  in  existence  a  ready-made 
class  of  rich  and  well-to-do  persons;  not  a  large  class  from  a  contem- 
porary standpoint,  but  quite  large  enough  to  absorb  the  11,000  auto- 
mobiles of  1903  or  the  24,000  automobiles  of  1905. 
It  was  also  a  rapidly  expanding  economic  system  which  the  auto- 
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tomobile  entered.  The  population  of  the  United  States  in  1900  was 
76,000,000  persons,  or  almost  19,000,000  families.  Farm  lands  were 
still  experiencing  an  annual  increase  in  value.  The  geographical 
frontier  may  have  been  reached,  but  from  an  industrial  standpoint 
great  areas  of  the  country  still  remained  undeveloped.  Wages  were 
very  low,  but  jobs  were  plentiful — plentiful  enough  to  absorb  in  in- 
creasing numbers  the  still-rising  tide  of  immigrants.^  And  there  was 
a  large  and  growing  middle  class  of  small  merchants,  professional 
people,  and  salaried  employees. 

With  its  great  area,  its  large  and  essentially  homogeneous  popula- 
tion, its  extensive  natural  resources,  and  its  economic  position  as  a 
very  young  nation,^  the  United  States  was  particularly  well  suited 
to  support  the  automobile  industry.  Because  wealth  was  rapidly  in- 
creasing and  evidences  of  progress  were  everywhere  visible,  most  of 
the  people  lived  in  the  happy  delusion  that  they  belonged  to  a  class- 
less society.  Consider,  for  instance,  the  peculiarly  American  concept 
of  the  "common  people."  The  common  people  were  not  thought  of 
as  the  poor  people,  although  most  of  them  were  poor.  They  were  not 
thought  of  as  the  working  class  (and  certainly  not  as  The  Workers), 
although  most  of  them  worked  (and  very  few  of  them  owned  their 
means  of  production).  And  although  each  member  of  the  group 
may  have  occasionally — on,  for  instance,  the  Fourth  of  July — re- 
joiced in  being  one  of  the  common  people,  his  chief  interest  and 
hope  in  life  lay  in  the  prospect  of  his  becoming,  if  not  rich,  at  least 
"successful," — that  is,  of  becoming  as  uncommon  a  person  as  he 
possibly  could.  Each  common  person,  like  Cabell's  hero,  went  ear- 
nestly about  the  business  of  making  himself  a  figure  in  the  earth. 

The  point  of  view  may  have  been  much  more  sentimental  than 
realistic,  although  in  1900  it  may  not  have  been  as  unrealistic  as  it 
is  today.  But  it  was  a  splendid  attitude  for  the  auto-maker's  public 

^Including  William  Knudsen  of  Denmark. 

^Compared,  for  instance,  to  England,  where  the  Industrial  Revolution  had  be- 
gun before  1800  and  where  the  rate  of  industrial  progress  had  begun  to  slow  down 
before  1900. 
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to  possess.  On  the  Continent  and  in  the  British  Isles,  the  automobile 
was  almost  exclusively  the  possession  o£  the  upper  classes.  The 
lower  and  the  middle  classes  resigned  themselves,  for  the  most  part, 
to  watching  even  the  Fords  go  by.  But  in  this  country  everyone  felt 
himself  entitled  to  succeed,  and  it  was  not  so  many  years  before  the 
automobile  became  the  outstanding  symbol  of  success.  It  was  a  goal 
which  became  within  the  reach  of  the  many  who  could  still,  how- 
ever, congratulate  themselves  that  it  was  not  within  the  reach  of  the 
mob.  Thus  the  U.S.  public  was  a  fertile  field  for  the  auto-maker's 
plowing. 

For  the  first  ten  years  of  the  twentieth  century,  however,  the 
progress  of  the  automobile  was  slow.  The  car  was  still  passing 
through  a  fundamental  technical  evolution,  an  evolution  most  obvi- 
ously expressed  by  the  transition  from  one  cylinder  to  six.  It  also 
required  a  few  years  for  the  public  to  become  accustomed  to  the 
idea  of  an  automobile.  And  until  about  1910  the  growth  of  the  au- 
tomobile market  was  limited  by  the  increase  in  the  automobile's 
price.  By  1908,  for  instance,  production  had  increased  to  only  63,000 
cars  (from  about  5,000  in  1900),  although  the  eight  years  between 
1900  and  1908  had  added  about  13,000,000  persons  to  the  population 
of  the  United  States. 

But  the  early  auto-maker  was  able  to  prosper  on  an  extremely 
small  volume  (see  Chapter  4,  "The  Profit  Formula") .  Thus  in  1905 
Joy  made  a  profit  on  the  sale  of  503  Packards  and  Durant  made  a 
profit  on  the  sale  of  463  Buicks.  Capitalism's  favorite  child  got  along 
pretty  well  even  as  a  stepchild;  Cinderella  had  a  considerable  earn- 
ing poWer  even  before  the  Prince  came  along  to  solve  her  problems. 
Yet  in  1910  only  about  i  person  in  every  200,  or  i  family  in  every  50, 
was  the  owner  of  an  automobile. 

By  1910,  however.  Ford  had  the  Model  T  in  production,  and  by 
1912  auto  prices,  although  still  high,  were  gradually  falUng.  By  1914, 
the  industry  sold  548,000  cars  for  $420,000,000,  with  the  retail  price 
down  to  about  $1,000  a  car.  But  the  volume  was  unduly  weighted 
by  the  Ford  volume,  and  the  price  was  unduly  weighted  by  the  Ford 
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price.  Even  in  1914,  the  automobile,  except  for  the  Ford,  was  too 
expensive  to  be  truly  popular.  Yet  at  the  close  of  1914  there  vv^ere 
1,625,000  passenger  cars  in  the  United  States. 

Then  the  auto-maker  encountered  his  first  specific  stroke  of  great 
good  fortune.  The  peace  of  Europe  died  and  the  automobile  inher- 
ited the  First  World  War.  However  unequally  the  (American) 
wealth  created  by  that  war  may  have  been  divided,  enough  people 
got  some  of  it  to  make  possible  the  sale  of  automobiles  on  a  previ- 
ously unimagined  scale.  Furthermore,  between  1914  and  1916  the 
auto-maker — not  realizing  that  automobiles  were  becoming  much 
easier  to  sell — radically  decreased  the  price  of  his  car.  In  1916  the 
retail  price  was  about  $800,  compared  to  the  $1,000  average  when 
the  war  broke  out.  Therefore  the  1914  auto  output  was  almost  dou- 
bled in  1915  and  almost  tripled  in  1916.  The  Willys-Overland,  with 
1916  sales  of  140,000  cars  priced  at  $750  (retail),  was  a  good  example 
of  the  trend  and  its  results. 

In  1917  and  191 8  the  war  not  only  interrupted  automobile  produc- 
tion but  almost  doubled  automobile  prices.  The  wealth  created  by 
the  war  supported  a  2,ooo,ooo-car  year  in  1920,  but  the  high  prices 
of  the  period  also  broke  the  back  of  the  boom.  In  1921,  Cinderella 
was  temporarily  back  in  the  kitchen,  and  with  a  terrible  accumula- 
tion of  dishes  to  wash. 

But  in  postwar  America  the  auto-maker  came  into  what  might 
almost  be  considered  a  little  more  than  his  own.  In  the  world  of 
the  1920's,  items  of  income  (including  wages)  never  reverted  to 
their  prewar  dimensions.  It  is  true  that  prices,  in  general,  were  also 
much  higher  than  they  had  been  before  the  war.  But  this  was  not 
true  of  automobile  prices.  After  the  postwar  panic,  the  auto-maker 
got  back  to  about  his  1916  prices.  But  these  midwar  prices  of  the  au- 
tomobile were  much  lower  than  the  /Tr^war  prices  of  the  automo- 
bile. The  automobile  of  1922  sold  for  much  less  than  the  automobile 
of  1914  or  of  1910  or  of  1900.  Indeed,  the  postwar  automobile  was 
selling  at  approximately  the  lowest  level  that  auto  prices  had  ever 
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reached.  So,  measured  by  postwar  purchasing  power,  the  automo- 
bile was  selling  at  strictly  a  bargain  price. 

From  1922  through  1929  (eight  years)  the  auto-maker  produced 
29,132,000  passenger  cars,  an  average  of  not  much  less  than  4,000,000 
cars  a  year.  He  sold  them  (at  wholesale)  for  $19,114,000,000.  In 
round  numbers,  he  produced  30,000,000  automobiles  which  he  sold 
for  $20,000,000,000.  Thus  his  average  wholesale  price  was  under  $700 
and  his  average  retail  price  was  under  $900.  By  the  close  of  1929  there 
were  about  23,000,000  passenger  cars  in  the  United  States,  and  al- 
most three  out  of  every  four  American  families  were  the  owners  of 
an  automobile.  Even  with  every  allowance  for  installment  sales,  for 
trade-ins,  and  for  the  millions  of  motorists  who  had  never  bought  a 
new  car,  an  extraordinarily  large  proportion  of  the  American  people 
did  succeed  in  becoming  owners  of  cars. 

There  are  comparatively  few  persons  to  whom  an  automobile  is 
unqualifiedly  a  necessity.  There  are  even  fewer  persons  to  whom 
the  purchase  of  a  car  does  not  involve  a  substantial  expenditure. 
Even  to  the  man  who  buys  a  very  much  used  car  for  $25  or  $50, 
the  automobile  is  a  considerable  purchase,  for  to  such  a  man  the 
amounts  mentioned  are  important  money.  Yet  in  three  families  out 
of  four,  the  desire  to  own  an  automobile  was  realized.  And — as  has 
already  been  said — once  a  man  became  accustomed  to  mechanical 
transportation  he  never  could  reconcile  himself  to  any  other  method 
of  moving  about  from  one  point  to  another. 

From  a  strictly  objective  standpoint,  the  benefits  of  owning  an 
automobile  are  a  little  tenuous.  It  has  brought  the  farmer  into  closer 
touch  with  the  city,  or  at  least  with  the  nearest  town.  Yet  the  pre- 
automobile  farmer  usually  had  a  horse  and  a  wagon  and  was  not  as 
completely  isolated  as  we  now  like  to  think.  And  even  with  the  au- 
tomobile the  farmer  group  has  been  one  of  the  least  prosperous,  the 
least  secure,  and  the  least  satisfied  of  our  social  classes. 

The  automobile  has  also  permitted  the  man  who  works  in  a  large 
city  to  live  in  a  suburb  adjacent  to  it.  But  the  people  who  live  in 
these  suburbs  would  not,  under  any  circumstances,  be  living  in  the 
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slum  districts.  There  cannot  be  much  difference  between  the  air  of 
the  Bronx  and  the  air  of  Bronxville,  although  no  doubt  there  is  a 
great  difference  in  the  atmospheres.  The  suburbanite  does  manage 
to  combine  the  metropolitan  with  the  provincial  to  quite  an  aston- 
ishing extent,  but  this  capacity  does  not  contribute  much  to  the 
progress  of  civilization.  As  for  time-saving,  an  hour  saved  with  an 
automobile  usually  involves  at  least  an  hour  spent  in  an  automobile, 
and  the  kinds  of  creatures  who  nowadays  enjoy  automobile  riding 
must  be  rapidly  gettting  down  to  small  children  and  dogs. 

Subjectively,  however,  the  influence  of  the  automobile  has  been 
enormous.  We  are  not  a  landowning  people,  and  we  are  not  as 
much  a  home-owning  people  as  we  were  in  more  primitive  times. 
There  are  millions  of  persons  whose  automobiles  are  their  only  con- 
siderable personal  possessions,  and  to  the  automobile  the  frustrated 
property  instinct  vigorously  cHngs.  And  the  automobile  is  such  a  re- 
markably personal  possession.  It  is  a  tonic  to  the  ego  of  the  owner. 
The  physical  escape  made  possible  by  the  automobile  is  limited; 
five  miles  away  or  five  hundred  the  roads  are  just  as  crowded  and 
the  countryside  is  much  the  same.  But  from  a  psychological  stand- 
point, there  is  a  great  escape  in  driving  a  car. 

The  automobile  gives  a  man  a  horsepower  he  can  ride.  He  feels 
himself  equal  to  anyone,  and  superior  to  the  pedestrian.  This  sense 
of  power  is  reached  only  at  the  cost  of  from  30,000  to  35,000  lives — 
and  of  several  hundred  thousand  injuries  of  varying  gravity — per 
annum,  but  public  opinion  does  not  seem  interested  in  holding 
against  the  automobile  its  appalling  record  of  manslaughter.  Per- 
haps the  instinct  of  the  public  is  here  correct;  possibly  an  automo- 
bile which  was  not  fast  enough  to  do  any  harm  would  not  be  fast 
enough  to  do  any  good.  At  any  rate,  the  automobile  has  supplied  a 
sense  of  power  to  millions  of  persons  whose  need  for  such  a  feeling 
is  very  great.  The  life  of  man  has  always  been  hard  on  the  ego  of 
man,  and  rarely  more  so  than  in  the  complex  society  of  today.  Thus 
the  great  function  of  the  automobile  has  been  to  give  a  delusion  of 
grandeur  to  the  average  man. 
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During  the  1920's,  no  other  industry  was  as  prosperous  as  the  au- 
tomobile industry,  although  the  radio  (essentially  a  very  similar 
product)  also  did  for  itself  very  well.  Among  other  large  and  older 
industries,  the  coal  business  and  the  textile  business  were  already 
in  a  depression,  while  the  automobile  still  flourished  and  there  were 
many  consumer-goods  industries  (for  example,  the  furniture  indus- 
try) that  blamed  the  automobile  for  the  difficulties  they  were  having 
in  snaring  the  public's  dollar.  In  1928  a  convention  of  tombstone- 
makers  in  New  Jersey  passed  resolutions  deploring  the  installment 
selling  of  automobiles,  and  arguing  that  people  had  so  impoverished 
themselves  buying  automobiles  that  they  did  not  have  enough 
money  left  to  provide  suitable  memorials  for  their  dead.  To  these 
resolutions,  Automotive  Industries  replied  that  at  any  rate  the  grave- 
marker  business  did  not  have  to  struggle  with  the  used-tombstone 
problem. 

Apparently  competition  between  industries  approaches  the  cut- 
throat only  when  the  products  of  the  industries  are  so  similar 
that  one  product  can  be  substituted  for  the  other — as,  for  instance, 
rayon  for  silk,  and  the  radio  for  the  phonograph.  Still,  the  public 
did  put  an  almost  incredible  portion  of  its  spending  money  into  au- 
tomobiles. The  retail  cost  of  new  passenger  cars  in  1929  was  about 
$4,000,000,000.  Between  $2,5oo,ooo,ooo  and  $3,000, .000,000  was  spent 
on  used  cars.  The  cost  of  gasoline  and  tires  and  garages  and  parts 
and  repairs  brought  the  total  automotive  expenditure  up  to  and  more 
than  $10,000,000,000.  And  in  1929  $10,000,000,000  was  20  per  cent  of 
the  total  retail  expenditure  of  $5o,ooo,ooo,ooo.  Out  of  every  $5  of  con- 
sumer payments  for  everything  except  rent  and  insurance,  $1  was 
spent  on  account  of  the  automobile.  In  the  late  1920's,  the  automobile 
seemed  to  be  the  ideal  product  functioning  in  the  ideal  universe. 

What,  then,  happened  to  the  automobile?  What  happened  to  it 
was,  chiefly,  the  depression  of  the  1930's.  As  the  automobile  was  not 
the  cause,  but  the  beneficiary,  of  prosperity,  so  it  was  not  the  cause, 
but  the  victim,  of  depression.  And  to  the  depression  the  automobile 
was  particularly  vulnerable.  The  industry  looked  like  a  uniquely 
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robust  one,  and  the  auto-maker  was  confident  that  nothing  unpleas- 
ant could  happen  to  it.  But  all  that  glittered  was  not  gold,  and  there 
were  more  things  in  heaven  and  earth  than  were  dreamt  of  in  Mc- 
Guffey's  Reader. 

The  automobile  did,  indeed,  epitomize  the  unreal  and  the  eva- 
nescent aspects  of  1929  prosperity.  The  industry  was  selling  nearly 
4,000,000  new  cars  a  year,  but  less  than  1,000,000  of  these  sales  were 
being  made  to  buyers  who  had  never  before  owned  a  car.  The  other 
3,000,000  auto  buyers  were  trading  in  cars  which  were  often  not 
more  than  a  year  old,  and  which  usually  had  several  years  of  useful 
service  left  in  them.  And  in  the  last  three  years  of  the  1920's  the 
dealer  had  more  used  cars  than  new  cars  for  sale. 

What  would  be  said  of  the  shoe  industry  if  the  shoe  retailer  had 
to  sell  400,000,000  pairs  of  used  shoes  in  order  to  sell  300,000,000 
pairs  of  new  shoes  ?  Or  what  would  be  said  of  the  shoe- wearer  if  he 
traded  in  a  pair  of  shoes  which  he  had  worn  for  only  one  or  two 
months  in  order  to  buy  a  new  pair  of  shoes  which  had,  perhaps, 
extra-long  laces  or  a  fur-lined  tongue  or  solid-gold  eyelets  ?  To  com- 
plete the  analogy,  however,  it  would  also  have  to  be  possible  for  the 
shoe-wearer  to  buy  his  shoes  on  the  installment  plan,  and  to  trade  in 
his  old  shoes  for  enough  money  to  cover  the  down  payment  on  the 
new  pair.  Under  these  circumstances,  the  man  who  wore  the  shoes 
might  not  be  considered  nearly  as  peculiar  as  the  men  who  made 
and  sold  them. 

The  automobile  is  essentially  a  durable  type  of  consumer  goods 
and  the  artificial  structure  of  auto-seUing  arose  from  the  attempt  to 
evade  this  durability.  The  consumer  was  subjected  to  every  possible 
form  of  pressure  and  inducement  to  get  him  to  buy  a  new  car  while 
the  old  car  was  still  good.  The  manufacturer  produced  an  endless 
stream  of  "improvements,"  many  of  which  had  little  or  no  sig- 
nificance from  the  consumer's  point  of  view,  although  to  the  au- 
tomobile copywriter  every  new  gadget  was  "revolutionary."  The 
salesman,  the  advertising  agent,  and  public  opinion  in  general  com- 
bined to  make  the  "prospect"  not  so  much  proud  of  a  new  car  as 
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ashamed  of  an  old  one.  And  the  unfortunate  auto  dealer  kept  the 
whole  extravaganza  in  motion  by  allowing  the  motorist  more  on 
his  trade-in  than  the  trade-in  was  likely  to  be  sold  for  when  it  made 
its  appearance  on  the  used-car  lot. 

The  auto-maker  created  his  problem  of  mass  selling  because  he 
had  been  so  successful  in  solving  his  problem  of  mass  production. 
The  underlying  difficulty  in  the  situation  was  the  machine  tool — 
that  is,  the  tremendous  multiplication  of  production  made  possible 
by  the  appHcation  of  machinery  to  the  production  job.  The  auto- 
maker had  a  capacity  of  less  than  8,000  cars  in  1900.  He  had  a  capac- 
ity of  about  800,000  cars  in  1915.  And  he  had  a  capacity  of  some 
8,000,000  cars  in  1929.  Even  this  capacity  figure  is  based  on  an  eight- 
hour  day.  Had  the  auto-maker  gone  in  for  really  maximum  pro- 
duction, he  could  have  operated  twenty-four  hours  a  day  (with 
three  eight-hour  shifts)  and  presumably  have  turned  out  something 
in  the  neighborhood  of  24,000,000  cars  a  year. 

True,  the  auto-makers  never  actually  manufactured  as  many  as 
5,000,000  passenger  cars  in  a  single  year.  But  between  1922  and  1929, 
they  almost  doubled  their  production  without  lowering  their  prices. 
In  1922,  the  industry  sold  about  2,500,000  cars  at  $620  (wholesale)  a 
car.  In  1929  it  sold  nearly  5,000,000  cars  at  $622  (wholesale)  a  car. 
The  1929  car  was  much  better  than  the  1922  car,  and  the  1929  man- 
ufacturer did  not  make  nearly  as  much  per  car.  But  these  arguments 
(much  like  the  one  about  the  improved  car)  have  nothing  to  do 
with  the  proposition  that  the  auto-maker  was  constantly  increasing 
his  output  and  never  (after  1922)  decreasing  his  price.  A  1929  auto- 
mobile did  not  cost  any  more  than  a  1922  automobile,  but  all  the 
1929  automobiles  together  cost  the  public  twice  as  much  as  all  the 
1922  automobiles.  At  this  rate,  all  the  1937  automobiles  would  have 
cost  the  public  twice  as  much  as  all  the  1929  automobiles,  which 
would  have  been  about  $8,000,000,000.  You  cannot  keep  pouring 
water  into  even  the  deepest  pitcher  without  eventually  filling  it  up. 

Had  there  been  a  hundred  automobile  producers  each  with  a 
capacity  of  50,000  automobiles,  the  price  of  the  automobile  would 
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have  decreased  as  the  volume  of  the  auto-maker  increased.  But  even 
in  the  1920's  there  were  only  about  a  dozen  producers  with  any  sig- 
nificant production.  And  when  there  are  so  few  producers,  the 
"law"  of  supply  and  demand  is  invariably  repealed.  The  auto-maker 
was  more  genuinely  competitive  than  almost  any  other  large  pro- 
ducer; the  Model  T,  for  instance,  was  competed  out  of  existence 
while  the  boom  was  still  at  its  height.  But  competition  tended  to 
take  the  form  of  better  cars  for  the  same  money  rather  than  the 
same  cars  for  less  money,  and  on  an  overall  basis  the  auto-maker 
was  successful  in  preventing  prices  from  declining  as  production 
increased. 

The  arrival  of  the  depression  quickly  demonstrated  how  far  out 
on  the  limb  the  auto-maker  had  clambered.  With  the  national  in- 
come reduced  by  about  one-half,  the  auto  output  was  reduced  by 
more  than  three-quarters.  On  the  even  more  significant  basis  of 
dollar  sales,  the  auto  decline  was  even  greater.  The  wholesale  value 
of  the  1932  automobile  was  only  $650,000,000,  against  the  $2,981,000,- 
000  of  1929.  Thus  the  1932  income  of  the  auto-makers  was  not  much 
more  than  one-fifth  of  what  it  had  been  in  1929.  And  although  the 
drop  in  auto  income  was  caused  chiefly  by  the  drop  in  general  pur- 
chasing power,  the  auto  shrinkage  was  particularly  heavy,  because 
so  many  of  its  former  sales  had  depended  upon  the  psychology  of 
the  prosperity  period. 

From  the  excessive  loss  of  automobile  income  came  the  excessive 
mortality  of  automobile  companies.  You  will  remember  that  there 
were  87  exhibitors  at  the  1921  automobile  show  but  only  46  at  the 
1930  show.  Even  in  the  prosperity  period,  the  weaker  auto  units 
were  falling  oflF  rapidly.  But  during  the  depression  the  smaller  com- 
panies simply  disappeared.  Even  the  larger  independents  came  out 
— when  they  came  out — with  what  would  appear  to  be  a  perma- 
nently impaired  earning  power.  The  auto  companes  were  not  well 
adapted  to  a  long  period  of  drastically  reduced  income.  Their  capac- 
ity for  self-financing  had  been  so  great  that  they  had  not  troubled 
much  to  build  up  capital  reserves.  Profits  had  gone  into  extensive 
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plant  expansion  and  extremely  generous  dividends,  so  that  there 
was  not  much  to  fall  back  upon  when  the  rainy  day  finally  arrived. 
Even  then  no  one  could  have  suspected  that  the  rain  would  be  so 
heavy  or  that  the  downpour  would  last  so  long. 

The  collapse  during  the  1930-32  period  and  the  failure  of  the  "in- 
dependents" to  recover  from  it  has  basically  altered  the  character  of 
the  automobile  industry.  About  a  dozen  big  steel  companies  went 
staggering  through  the  Hoover  period  of  the  depression,  but  they 
all  managed  to  stagger  through  to  the  arrival  of  comparatively  bet- 
ter times.  And  they  have  all  participated  in  the  recovery  period  on 
about  the  same  proportional  basis  that  they  participated  in  the  good 
times.  For  instance,  the  United  States  Steel  Corporation's  percentage 
of  the  total  steel  output  is  probably  now  somewhat  less  than  it  was 
in  1929.  Thus  the  steel  industry  today  is  as  competitive  as  it  has 
been  at  any  time  since  1900,  which,  to  be  sure,  is  not  nearly  as  com- 
petitive as  the  steel  industry  would  like  to  have  you  think.  But  the 
monopolistic  aspects  of  the  steel  industry  are  no  more  pronounced 
today  than  they  were  a  dozen  years  ago. 

With  the  automobile  industry,  the  situation  is  very  different.  As 
has  been  noted  several  times  in  the  last  few  chapters.  General  Mo- 
tors, Ford,  and  Chrysler  have  made  more  than  90  per  cent  of  the 
automobiles  during  the  past  ten  years.  During  the  greater  part  of 
that  period,  the  other  companies  have  not  been  able  to  make  any 
money  on  the  other  10  per  cent  of  the  auto  business,  and  even  in 
their  best  years  few  of  them  have  been  able  to  make  very  much 
money.  Now,  for  a  while,  they  may  extract  some  profit  from  war 
business,  but  it  does  not  at  the  moment  seem  likely  that  they  will 
ever  again  become  major  factors  in  the  production  of  four-wheeled 
self-propelled  vehicles  of  which  gasoline  is  the  motive  power.  The 
crystallization  of  the  automobile  industry  into  its  present  form  ap- 
pears to  have  become  extremely  solid. 

It  is  an  odd  reflection  that  the  steel  industry,  which  has  been  sub- 
ject to  very  marked  monopolistic  influences  for  the  past  forty  years, 
is  now,  from  the  standpoint  of  the  number  of  significant  producers, 
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much  more  competitive  than  the  automobile  industry,  although  the 
auto  industry  was  the  last  refuge  of  competition  for  a  good  many 
years.  In  an  industry  so  thoroughly  dominated  by  three  producers, 
it  is  impossible  to  prevent  a  decline  in  the  competitive  spirit.  A  hun- 
dred companies  might  cut  one  another's  throats  (not  that  that  would 
do  any  particular  good),  but  three  companies  are  bound  to  tip  their 
hats  politely  when  they  pass  each  other  on  the  street.  This  statement 
does  not  consider  the  Government's  antitrust  suit,  which  refers  only 
to  automobile  financing,  and  which  is  perhaps  rather  more  inter- 
esting than  important.  And  it  is  not  meant  to  imply  that  General 
Motors,  Ford,  and  Chrysler  have  reached  any  agreements,  oral  or 
written,  which  are  contrary  to  the  Sherman  Act,  the  Clayton  Act, 
or  the  spirit  of  the  late  Adam  Smith.  When  only  three  companies 
are  left,  it  is  not  necessary  to  reach  any  agreements;  whatever  seems 
appropriate  to  the  situation  can  be  performed  by  reliance  upon  in- 
stinct. 

And  so  the  automobile  industry  has  become  much  like  all  the 
other  big  industries.  The  development  of  monopolies  has  gone  for- 
ward, with  no  important  assistance  from  bankers  or  other  persons 
commonly — and  correctly — associated  with  the  monopolistic  idea. 
Through  a  process  of  attrition,  the  auto  industry  has  reached  a  goal 
which  in  other  industries  was  created — or  at  least  accelerated — by  a 
process  of  co-operation.  In  or  about  1900,  a  new  thing  did  come  out 
of  the  West,  and  it  remained  quite  remarkably  a  new  thing  for  the 
next  thirty  years.  But  perhaps  its  differences  from  other  industries 
were  only  superficial;  at  least  its  resemblance  to  the  others  is  now 
much  more  pronounced.  In  the  opinion  of  the  writer,  it  is  correct 
to  describe  the  auto  industry  as  capitalism's  favorite  child,  but  per- 
haps that  description  has  been  used  here  with  the  feeling  that  the 
automobile  industry  might  have  accomplished  something  more  than 
the  other  members  of  the  family.  But  that  the  child  should  grow  up 
to  resemble  the  parents  is  no  doubt  what  one  should  legitimately 
expect. 
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passim;  89,  90 

Perkins,  George  W.,  29 
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Rambler  (car),  bought  by  Nash,  loi 

Raskob,  John  J.,  98,  210 
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Studebaker,  J.  M.,  70 
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267,   269,   272,   274,   277,   281,   282, 

287-293,  passim;  297-298,  302,  305, 

310-311 
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United  Rubber  Workers  Union,  302,  303 
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Widener,  P.  A.  B.,  12 
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Zcder,  Carl,  designs  first  Chrysler  car, 
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CHALLENGE 
KARL  mar; 

7   ' 

^  ODAY  the  shadow  of  Karl  Marx  looms  o 
ern  civilization  and,  indeed,  over  the  wh( 
Never  have  Marxian  myths  been  more  wide 
Never  more  than  now  has  there  been  imp( 
son  to  be  aware  of  the  nature  and  influer 
Marxian  tradition. 

Few  men  in  history  have  written  as  muc 
as  much  written  about.  Countless  learnec 
have  been  composed  attempting  to  prove  or 
prophecies  or  to  interpret  the  Marxian  dial 
ter  all  that  has  been  said  and  written,  can 
sibly  be  room  for  a  new  book  about  A^ 
Turner  has  replied  emphatically  in  the  a 
and  has  written  this  Challenge  to  Karl  Mar) 
his  point.  The  position  which  he  takes  is  th; 
all  which  has  been  written  and  said — indee 
of  it — there  is  no  true  picture  for  the  mod( 
ligent,  civiUzed  layman  of  what  Marx  realh 
meant  and  of  how  much  of  the  colossal  M 
tion  is  real,  how  much  is  myth. 

The  result  is  a  forceful,  clearly  written, 
documented  analysis  of  Marx  and  the  Marxi 
strikes  out  lustily  to  the  right  and  to  the  lef 
no  sacred  images,  and  which  comes  out  wit 
ough  deflation  of  the  intrinsic  importance  ( 
reasoning  and  of  his  powers  as  a  social  seer. 

A  conclusion  of  his  argument  is  that  neii 
nor  anyone  else  has  discovered  any  final  de 
law  of  the  trend  of  history,  that  for  men 
any  such  law  is  in  effect  spiritual  enslaver 
that  the  world  is  what  people  will  to  make  i 

Challenge  to  Karl  Marx  is  a  book  whicl 
trinaire  or  extremist  of  any  shade  of  opinior 
or  agree  with.  That  is  one  reason  why  Mr.  T 
made  a  highly  valuable  contribution  to  ou 
social  thinking.  Best  of  all,  he  has  made  it 

REYNAL   &    HITCHCOCK, 

386  <=/<^uttk  cr4-ve,mi&t  JVew   Ljatk 
$3,50 


Vital  Books  for  Our  Time 

from  REYNAL  &  HITCHCOCK,  INC. 


PROPHECY  FROM  THE  PAST 

Translated  and  Edited  by 
Helen  Byrne  Lippmann 

Significant  passages  from,  a  forgotten  tract  by 
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